

ECONOMIC INTELLIGENCE SERVICE 


WORLD 

ECONOMIC SURVEY 

NINTH YEAR 

1939/41 


Post Graduate Libraf^ 
0f Arts & C0mmirt0* Q- • 


LEAGUE OF NATIONS 

GENEVA 

1941 



Publications of the Economic Intelligence Service 
,* of the League of Nations 

. . ' ' . . - , 7 ■ 

1 MowHIEyBulletin of Statistics. 

Statistical Year-Book of the League of Nations. 
Europe’s Trade. 

Raw Materials and Foodstuffs: Production by Countries, 

1935 and 1938. 

Money and Banking, 1939/40: Volume I — Monetary Review. 
Prosperity and Depression (Revised and Enlarged Edition). 
Statistical Testing of Business-Cycle Theories. 


Urban and Rural Housing. 


Post taraauate JLiDrary 

gUtUft *f & Commtrct. O. IQ 


Series of League of Nations Publications 


II. ECONOMIC AND FINANCIAL 
1941. IIA 2 




TABLE OF CONTENTS 


Preface 


Page 

5 


I. Transition to War Economy: 


Principal Characteristics of the Transition 13 

General Developments in the Latter Part of 1939 18 

Special Problems in Certain Countries 24 


II. Wartime Control ok Production 33 

Organization of Control 33 

Industrial Mobilization 39 

Regulation of Labour 47 

Regulation of Agriculture 54 


III. Consumption and Rationing 

Indirect Restrictions 

Rationing 

Rationing and the Standard of Living 
* 

IV. Public Finance, Money and Prices: 

Government Expenditure 

Taxation 

Government Borrowing 

Money, Prices and Interest Rates 

Price Control 


S8 

58 

to 

69 


79 

87 


93 

98 

118 


V. International Monetary Relations 127 

British Excliange Control 127 

The Sterling Area 130 

Gold and Dollar Resources of the Sterling Area 134 

International Financial Relations of the United States 139 

Chinese Exchange Problems 146 

European Currencies under German Control 150 

VI. Raw Materials and Foodstuffs : 

Production 160 

Stocks 186 


VII. Industrial Activity 


197 



Page 

VIII. International Trade 20c) 

Synopsis of Trade Returns 21 1 

Trade Outside Continental Europe 216 

Trade in Continental EuroiDe 235 

IX. Transport 243 

Ocean Shipping: General Considerations 243 

Shipping Problems of the United Kingdom 246 

United States Shipping Policy 252 

Movement of Shipping Freight and Insurance Rates. 258 

The Shipping Situation Summarized 259 

Transport in Continental Europe 260 

X. The Situation in the Summer of 1941 265 

List of Tables and Diagratns 272 


Printed in the United States of America 
By Princeton University Press, Princeton, New Jersey 



WORLD ECONOMIC SURVEY 


NINTH YEAR 
1939/41 


PREFACE 

This Survey covers the period of almost two years, from the 
autumn of 1939 to the summer of 1941. It is concerned with a world 
at war. Although all countries have not been and are not immediately 
involved, the central thread and the expanding web of the facts 
recorded are the economics of w'arfare. No country is unaffected by 
this conflagration; but in all countries economic activity continues. 
It continues in a changed form, and in most areas for purposes other 
than immediate social welfare. Xh g esse nce of war economy is the 
of that immediate? welfare to otHty needs_or~amEitTpnsl In 
the earlier chapters of this volume, the means by which that change 
has been effected are described; in the later chapters, the effect of 
these changes on various forms of economic activity in the war areas 
and elsewhere are considered. 

The ultimate object of war economy is always the same, although 
the immediate objects may differ according to the economic power 
and pattern of the country, and according to the degree of risk that the 
war is considered likely to involve. In all cases, the ultimate object 
is to direct the available resources to the production of such goods 
and services as are necessary to the successful conduct of the war. 

The whole economy of a country endeavouring to achieve this 
result is of necessity more or less fundamentally changed. For a peace 
economy in a non-collectivist state is based on the successful antici- 
pation of the future wants of the population, the criterion of success 
being the gain by the aggregate of producers of such receipts for their 
efforts as will enable them to repeat the process on a gradually 
expanding scale. This criterion normally takes the form of profits. 
Under a war economy, such foresight regarding future wants by the 
entrepreneur ceases to be the major instrument of success. Demand — 
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the wants to be filled — is to an increasing extent determined by the 
government and made known before the productive process begins. 
The stimulus of profits is partly or wholly removed. 

The power of the government to acquire the goods and services 
it requires is obviously conditioned by national productive capacity 
and by the government’s ability to borrow abroad or sell abroad 
existing claims to wealth. There are, in fact, four possible sources 
of supply the tapping of which may require somewhat different 
methods : 

(1) The unutilized productive resources. These unutilized re- 
sources may consist of land which is uncultivated or under-cultivated, 
mechanical and other instruments of production that are not fully 
employed, human beings who are unemployed or under-employed. 
These are not wholly independent resources. Machinery might be 
employed 24 hours a day, if labour were available to work it in shifts; 
the effective capacity of labour will depend on the technical 
efficiency of the machinery. Nor is the maximum of the resources 
available, granted any composition of those resources, an absolute 
unvarying amount. Workers can efficiently work for short periods 
hours so long as to undermine their efficiency over a long period; 
crops may be forced out of land for a few years by methods of tillage 
which would defeat the object of the government if a prolonged war 
effort is needed. In determining the extent to which it can utilize 
its resources, the government has therefore first to frame a judgment 
as to the probable duration of the war or the degree of risk at any 
moment of time. 

(2) Existing resources actively employed on the production of 
goods and services either to meet civilian needs at home or capital 
exports. As these resources are in active use, they can only be made 
available to the government by curtailing domestic consumption or 
capital exports. The greater the national income per head of popula- 
tion and the greater the amount of non-essential expenditure, the 
greater will be the government’s power to divert the resources of 
production to war ends. 

(3) Consumable capital. Such capital will take various forms. A 
country can live on its capital during a war by consuming stocks 
of food and raw materials, by not replacing the wear and tear of 
its machinery, roads, buildings and other means of production, by 
allowing the clothes and boots and household equipment, etc., of its 
population to wear out, by allowing the land to get out of good heart. 
It can sell its foreign investments, its gold and other wealth abroad 
and obtain in exchange the implements and material of war it requires. 

(4) Finally, a government may make use of its own credit. It may 
borrow abroad and leave it to future generations to repay. 



The problem, then, of war economy to all governments, the problem 
around which so much of the economic history of the last two years 
has centered, has been how to harness and activate these various 
resources for use in the conduct of war or for use to keep war at bay. 

The means of achieving this object, the possible instruments of 
policy, are manifold; but they fall naturally into two or three classes. 

In the initial stages of transition from a peace to a war economy, 
governments must resort to borrowing and generally do resort to some 
measure of deliberate credit expansion. Only if a war economy had 
been planned very far in advance could borrowing at the outset be 
avoided, and in fact there is no example in history of this. The reason 
is obvious ; the government requires to obtain purchasing power more 
rapidly than it could by means of increased taxation. Even when a 
war chest in gold has been accumulated in advance, such as the 
German Spandau tower chest in 1914, borrowing has not been 
avoided. But the extent of borrowing affords no measure of the 
degree to which the cost of the war can be passed on to future 
generations. In fact, a government can only live on the future to the 
extent that it taps the last two of the resources enumerated above, 
that is by letting its capital assets of all kinds run down or checking 
the normal peacetime growth of equipment by selling such assets 
abroad or purchasing abroad on credit. 

While these are the only possible means by which the goods and 
services obtained today can be paid for later, governments may, of 
course, by unwise policies, commit the future to the most serious 
indirect costs. 

By excessive borrowing, they may create a debt structure which 
may cause insupportable strains after the war, owing to the changes 
in the distribution of income which will be caused if prices fall; by 
inflation they may jeopardize the whole social fabric; by excessive 
utilization of their capital resources they may create a state of poverty 
from which recovery must be protracted and painful and for which 
the industrial equipment that remains is wholly ill-adapted. It is for 
these reasons that during this war governments have in most cases 
endeavoured successfully or unsuccessfully to avoid inflationary! 
means and reduce borrowing to a minimum, and have dovetailed 
into their plans to meet the imperative and immediate war need^ 
measures to facilitate recovery after the war. 

In the first stages of transition to war economy, borrowing for the 
reasons given is not avoidable, and in so far as unutilized resources 
are being brought into use, credit expansion need have no inflationary 
influence on prices. But great care is required in determining whether 
the unutilized resources available in any country are of such a nature 
as to obviate the inflationary effects of credit expansion and in de- 
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termining how long those resources will last. Resources may be 
unutilized because of a general redundancy at any moment ; certain 
resources may equally well be unutilized because of a shortage of 
others. Labour may be unemployed on account of a lack of certain 
types of raw materials or machinery, machinery idle for lack of 
labour. In such circumstances the use of borrowed funds may produce 
inflationary effects if there is a failure on the part of the government 
to make good the deficiencies by means other than that of offering 
higher prices than the rest of the community for the particular re- 
sources the supply of which is restricted. It is these other means to 
assure an adequate and balanced supply of all required resources of 
labour, material and equipment by direct control and intervention 
that constitute the first concern of governments in organizing war 
economy. 

When governments pass from the first to the second class of avail- 
able resources — that is, to the productive equipment already in use — 
instruments of policy other than borrowing become clearly preferable, 
and the need for direct control and intervention increasingly neces- 
sary. For at this stage, governments can only obtain what they require 
by restricting civilian consumption or investment to meet subse- 
quent civilian consumption. Such restriction on the one hand, and 
the stimulation of the productivity of resources on the other, are the 
two essential problems of war economy. Restriction may be voluntary 
or directly or indirectly constrained. When it is voluntary the govern- 
ment must borrow the purchasing power saved by the individual; 
when it is directly constrained the government must tax or by some 
other means prevent spendable income from accruing. But it may be 
indirectly constrained in the first instance by curtailment of the 
individual’s opportunity to purchase — ^the government may then 
either tax or borrow the unspent income. During the present war, 
opinion in Europe evolved rapidly in favour of compulsory restriction 
of civilian consumption. Voluntary restriction, it is felt, is open to two 
major objections: one of equity; the other of expediency. In the ab- 
sence of compulsion, there will in every community a certain 
number of citizens who will fail to carry out their social obligations, 
even in time of war, will fail to restrict their spending and will 
weaken the war effort. By borrowing, the government at once in- 
dents on its own credit, which, like all other assets, should be con- 
served, and incurs the risk of rendering the whole financial structure 
too rigid owing to the edifice it creates of fixed money obligations. 
Resort has therefore been had to an ever increasing extent to taxation 
in almost all belligerent states and in states threatened by war. 

Private expenditure has been controlled not only by taxation but 
in certain countries by two methods which, although closely intercon- 
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nected, are in fact distinct. On the one hand, the consumer has been 
prevented from spending more than a limited amount on certain 
classes of goods. lie has been rationed. His right to buy food, clothes, 
this commodity or that has been limited to the amounts or values 
decided by the government. Such rationing alone would not neces- 
sarily limit his expenditures, were he free to obtain what he would 
with the rest of his income or by expending his capital. Indeed, in 
the past, rationing has been looked upon rather as a means for assur- 
ing that all should share equally in a reduced supply than as a means 
for curtailing consumer’s expenditures in general. It has that latter 
effect to some extent in all circumstances ; but as a means to this end 
it becomes really effective if, in addition, the government prevents 
the production and sale of other commodities or assets to which 
civilian demand might be directed. This governments have accom- 
plished by a variety of direct controls over the instruments of 
production, priorities for government orders, requisitioning of plant, 
rationing of raw materials, restraint of stock exchange operations, etc. 

The surplus of unspent income thus created, the government can 
tax or borrow. It can increase the surplus by reducing rationed or 
other consumer’s supplies; but it cannot borrow in excess of that 
surplus. When it endeavours to do so, as governments have, the effect 
is to force the public to borrow from the banks what they lend to the 
governments and to create an inflationary expansion of credit by this 
or other similar means such as direct borrowing by the government 
from the banks. 

On the other hand, governments can by various means prevent the 
increase of consumer’s income. Price control, rent control, wage 
control, the limitation of profits, policies designed to keep down the 
cost of government borrowing, anti-inflationary measures of all sorts 
checking the multiplier effects of private expeiuliture are means to 
this end — means, some of which have been extensively used both in 
this war and the last. 

The second of the two means to restrict private expenditure re- 
ferred to above is new. It consists of the introduction of a plan of 
compulsory temporary saving under which a ])art of the taxes paid 
by lower income groups are credited as savings deposits utilizable 
after the war. One of the objects of this scheme, which is explained 
more fully in Chapter IV is to assure that the consumer has pur- 
chasing power available at the end of the war with which he can 
at once satisfy his immediate wants as restrictions on consumption 
are removed and by exercising this power facilitate the transition 
from war to peace economy. 

Theoretically, it should be possible for the government to absorb 
in taxation all the consumer’s purchasing power in excess of the 
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amounts which either on grounds of maintaining personal efficiency 
for war ends or for other social reasons it considers it desirable that 
the individual shall spend. In practice, this is impossible. Even when, 
for instance, the rations allowed vary according to the type of work 
performed, those rations must be averages on which some will save. 
Some persons will consume no sugar, others will not purchase to- 
bacco; and when the rationing is effected by income limitation, not 
by quantitative control, the possibility of individual savings on the 
reduced incomes will be greater. Furthermore, in so far as the gov- 
ernment is living on the national capital by creating conditions under 
which firms are unable to make good wear and tear, it may well be 
considered desirable to borrow the equivalent of that capital loss. For 
firms will require to set aside amortization reserves for the re-equip- 
ment of their plant at the end of the war. But to calculate with 
mathematical accuracy the amounts which will be required for this 
purpose, the amounts which the firms should be allowed to save, is 
obviously impossible and, just as in the case of individual expendi- 
tures, some will save more and others probably less than will be 
finally required. 

It follows, therefore, that quite apart from the fact that taxation 
receipts will only begin to flow in some time after taxes have been 
voted, while funds in war-time are required with pressing urgency, 
some amount of borrowing is inevitable. 

As already suggested, capital consumption may take various forms, 
into the details of which we need not enter here. But it is well to 
remember that it is likely greatly to exceed actual wear and tear 
of existing plant or consumption of current stocks. For instance, 
capital invested during war-time in the erection of plant for the 
production of munitions which becomes redundant at the termination 
of hostilities and can be converted to no other use, is effectively con- 
sumed. Such capital has to be written off as an ultimate loss and it 
is a common practice to facilitate such writing off within very short 
periods of a few years by allowing firms to set aside large obso- 
lescence reserves from their gross receipts. 

The most obvious form of national capital consumption is of 
course the sale of gold and securities and other property abroad. Such 
sales constitute a net loss of national capital and, if the assets are 
not in the effective ownership of the government, will be reflected in 
an equivalent expansion in the domestic national debt. 

In all cases it is the loss or attrition of assets whether at home or 
abroad (or failure to increase them at the normal rate) that consti- 
tutes that part of the costs of the war which is directly borne by 
post-war generations, and not the increase in domestic debt. The 
service of the debt after the war will necessitate a transfer of pur- 
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chasing power from one individual to another, and such transfers 
may have indirect effects on financial organization and on the smooth 
working of the national economic apparatus. But the service of the 
domestic debt does not involve any direct deduction from the national 
income as does the service of a foreign debt. 

If governments have recourse to the last source of purchasing 
power mentioned above, namely foreign loans, the service of those 
loans will, of course, constitute a direct charge on future income. 
Such international financial operations are related to the problems 
of war economy in the current restricted sense of that term only 
in as much as the measures of war economy adopted affect the bor- 
rowing power of the country in question. 

There are no resources other than those mentioned to which gov- 
ernments can have recourse to meet their war needs. When those 
needs outrun the available resources, or when governments fail in 
their efforts to direct resources to meet them, inflation results, prices 
rise rapidly, and a form of taxation is thus imposed on the com- 
munity which, while falling most heavily on those with fixed incomes, 
is generally regressive in its nradence. 

Here it is difl}rposslfire to consider these various resources, in the 
most general terms. In practice, as the various chapters of this volume 
show, the efficiency of each one of them may be enhanced or dimin- 
ished. Labour may be trained to new skills, new inventions or better 
organization may revolutionize factory output ; the public's readiness 
to accept sacrifice, the will to work to win may make (or mar) the 
success of governmental efforts. 

♦ ♦ 

* 

Before the war, it was the practice of the Economic Intelligence 
Service to publish each year a series of specialized memoranda, in 
certain of which world and continental indices of production, trade, 
stocks, etc., were calculated. These memoranda were summarized 
and synthesized in the World Economic Survey, Owing to the in- 
sufficiency of the statistical information furnished by governments, 
such a procedure is no longer possible. The present Survey, therefore, 
instead of being the work of a single individual utilizing the resources 
of an organization and the analytical work already done by that 
organization, is a collective effort based directly on such national 
sources of information as are still available. Certain of the later 
chapters have been deliberately written in such a manner as to reflect 
to some extent the tradition of the specialized memoranda, and, in 
the absence of such memoranda, it has been thought desirable to 
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make some of the tables more detailed than has been the practice or 
than was necessary when the Survey constituted the apex of a pyra- 
mid of more specialized studies. On the other hand, as the period 
covered is almost two years instead of one, the treatment of the .sub- 
jects considered is necessarily somewhat more general. 


Economic Intelligence Service, 
League of Nations, 

July, 1941. 


A. LOVED AY, 

Director of the Economic, 
Financial and Transit Department. 



CHAPTER I 


TRANSITION TO WAR ECONOMY 

Principal Characteristics of the Transition 

The outbreak of war in Europe at the beginning of September 
1939 confronted that continent and indeed all parts of the world 
with economic problems of unprecedented magnitude and urgency. 
The profound dislocation of international economic intercourse af- 
fected areas far removed from the scene of the conflict. In the 
countries more directly involved, the mobilization of men for the 
armed forces threatened to paralyse economic activity. On the other 
hand, the highly mechanized character of modern warfare presented 
enormously increased demands upon the productive system. To a 
far higher degree than 25 years earlier, material equipment had 
come to play a vital and decisive part in military operations on land, 
at sea and in the air. This meant, in fact, that war^had become largely 
a matter of \ivar economy. 

In a number of countries, therefore, measures had to be adopted 
immediately to obtain a fuller utilization of the available labour 
force by the lengthening of working hours, the introduction of 
training schemes, the employment of women, etc., in order to offset 
the mobilization of workers of military age and to raise the national 
output to the highest possible level. At the same time it became 
urgently necessary to divert an increasing proportion of aggregate 
output to the production of armaments. For this purpose ordinary 
jirivate consumption had to be cliecked and private capital invest- 
ment curtailed if not entirely suppressed. 

The required diversion of the flow of goods and services was 
brought about partly by financial methods: it was effected, that is 
to say, partly by the business world itself in response to the money 
demand represented by the vastly increased expenditures of the 
State, covered by higher taxation and by borrowing. But to a very 
considerable extent resort was had to direct command and control 
on the part of the State to impel and accelerate the transformation 
process. The employment of labour, the supply of raw materials, 
the use of industrial plant and the distribution of consumers’ goods 
were all subjected in varying degrees to centralised regulation by 



— 14 


government agencies. The methods of direct control adopted in these 
various fields, as well as the financial methods operating through the 
control of money flows, are described in some detail in the succeeding 
chapters. 

The economic upheaval caused by the outbreak of the European 
war was not, of course, confined to the belligerent States. Neutral 
countries outside Europe — the Latin-American republics, for ex- 
ample, and also to some extent the United States — felt the effect of the 
war rapidly and directly, as their foreign trade was immediately sub- 
jected to such conflicting influences as the Allied blockade of Ger- 
many, the inception of large war purchases by the United Kingdom 
and France, and the introduction of exchange control in these and 
other countries at the beginning of the war. 

The European neutrals, on the other hand, — such as: Belgium, 
the Netherlands, Sweden and Switzerland — felt compelled in view 
of their proximity to the theatres of war to make every effort to 
strengthen their defences and to complete their military prepara- 
tions. These neutral countries were thus, from the economic point 
of view, in much the same position as the belligerents. They, too, 
were faced with the need for adjustment to a war economy. For 
them, the problem, if at first less acute in degree, was the same in 
essence as in the belligerent States. The problem of war economy 
covers, then, a much wider area than the countries actually engaged 
in hostilities at any moment. 

Prior to the spring of 1940, intensive military operations were 
confined to the German campaign in Poland, the war between Fin- 
land and Russia and the Japanese campaign in China. The absence, 
at that time, of large-scale military destruction in Western Europe 
undoubtedly facilitated the transition, but it was not otherwise of 
great economic significance. 

The fact that the world had long been preparing for war played 
an important part in rendering the economic transition less sudden 
and disturbing than it might otherwise have been. For several years 
prior to September 1939 international tension had kept increasing; 
hostilities had already broken out in different parts of the world; 
acts of aggression had multiplied, and hopes of a European settle- 
ment had steadily receded. As a result, the world’s industrial activity 
had come to be dominated to an increasing degree by government 
expenditures on armament ; and in certain countries war preparations 
had already proceeded to such a degree that the actual transition to 
war required relatively little economic reorganisation. 
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There is no need to refer at length here to developments preceding 
the outbreak of war. The last edition of the World Economic Survey, 
published in September 1939, gave a full description of conditions on 
the eve of the war, and brought out clearly the extent to which 
economic mobilization for defence requirements had come to domi- 
nate the scene. It will be recalled that, in the great majority of coun- 
tries, trade and production were vigorously expanding when war 
broke out. The recession which developed in 1937, and which was 
particularly severe in the United States, was halted in the following 
year and gave way to an appreciable recovery. This recovery in 
economic activity was largely based on armament expenditure. Only 
ill the United States of America and in certain countries dependent 
on the American market was the recovery predominantly due to 
‘‘peace-time” factors. 

Preparation for war was not confined to the industrial system. 
Currencies, money markets and stock exchanges underwent a com- 
plete “dress rehearsal” in September 1938.^ After that, banks kept 
themselves in a highly liquid condition, and security markets re- 
mained, on the whole, depressed, reflecting the pessimism with which 
the future was viewed in spite of the growing volume of business 
activity. Thus, when the conflict actually began, the search for 
greater liquidity proved to be relatively moderate, and the monetary 
and financial disturbance was, accordingly, much less than might 
have been expected." In contrast to 1914, no country found it neces- 
sary to impose a general credit moratorium. 

In 1914, apart from the initial disturbance in the financial markets, 
economic activity continued at first with little change. “Business as 
usual” was a popular slogan; and there was a general expectation 
that the war would be short. The real transition to war economy 
took place later. In 1914, then, the transition from peace to war was 
relatively smooth, only because it was postponed; whereas in 1939 
the transition was relatively smooth because it had already been 
accomplished to some extent before the war. 


The world had long been preparing for war. But there were great 
differences in the degree of economic preparedness which had been 
reached in different countries in 1939. At one end of the scale, there 
were such countries as Germany, Italy and Japan, whose economy 

^ For the monetary aspects of the “Munich crisis,” see Money and Banking, 
193^/39, Vol. I (Monetary Review), pages 42flF. 

See Money and Banking, 1939 1 40, Vol. I (Monetary Review), pages 34ff. 
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was already on a war footing. At the other, there were, even in 
Europe, a number of countries, especially among those that remained 
neutral at the outset, where the process of economic mobilisation had 
only just begun. 

Japan, of course, had been at war for over two years. Not only 
had she carried out a far-reaching adjustment to war conditions — 
reflected, as is shown in Diagram 3 (page 32, below), in a decline 
in the output of consumption goods and a rise in the production of 
“investment” goods — , but she was even beginning to show signs 
of fatigue in her economic system. As will be observed in the last 
section'of this chapter, Japanese industrial output was declining in 
the second half of 1939. 

Italy had begun her Ethiopian campaign four years before, in 
the autumn of 1935. This and, subsequently, her participation in the 
Spanish war (1936-39) maintained her economy under the constant 
pressure of military reciuirements. These requirements were further 
increased by the Italian declaration of war on June loth, 1940, but 
the preceding nine months of “non-belligerence” had afforded her 
an opportunity to carry out the necessary economic adaptation. 

The German economy was seriously affected by the allied block- 
ade ; but the organisation of the country for war was so developed 
that comparatively few changes in economic policy were made neces- 
sary by the outbreak of hostilities. The four-year plan for increased 
self-sufficiency was essentially a plan of war economy. It was not 
confined to the production of substitutes and the utilisation of low- 
grade domestic materials. The plan involved a reorganisation of the 
entire national economy under the direction, to a large extent, of 
military experts. It may be useful to recall that this plan was intro- 
duced in the autumn of 1936, three years before the armed conflict 
began. 

On the other hand, the outbreak of war had serious effects on the 
economies of the smaller European states which preserved their 
neutrality in 1939. The need for mobilisation and increased expendi- 
ture on national defence disturbed their supplies of labour and their 
budgetary and monetary conditions at a time when the allied block- 
ade, the difficulties of transport and the changes in the foreign 
purchases and sales of the belligerent countries completely trans- 
formed the conditions for their foreign trade. This combination of 
circumstances called for the imposition of a number of emergency 
economic controls, which were relatively little developed in these 
countries when war started. 
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But the most far-reaching economic reorganisation which the 
situation demanded in the last months of 1939 was in the allied 
countries. As will be seen in later sections of this volume, particularly 
in the chapters dealing with Government controls, the transition 
from peace- to war-time economics necessitated fundamental reor- 
ganisation in France and the United Kingdom, and also in the 
British Dominions in spite of their geographical remoteness from the 
scene of conflict. In the United Kingdom, a five-year plan of rearma- 
ment finance was announced in February 1937. In France, defence 
efforts were speeded up in April 1938. Rearmament in these countries 
began relatively late and was pursued at less than full capacity. Owing 
largely to the growing inflexibility of the price system, the immo- 
bility of the factors of production, and the reduced effectiveness 
of the profit motive in war or “near-war” conditions, war economy 
has become more a matter of direct control over commodity flows 
and less a matter of financial methods. But experience has shown that 
in democratic communities relying on free business enterprise the 
adoption of compulsory controls before the actual outbreak of 
hostilities is less easy than elsewhere. The transition problem, accord- 
ingly, presented itself with particular intensity in the democratic 
states involved in the struggle. 

The position of the United States in the world economy was 
naturally somewhat modified by the war. In time of peace, the course 
of business in the United States had normally exercised a dominating 
influence on economic activity in the rest of the world. Now that 
economic activity in the rest of the world was so largely determined 
by the necessities of war, the influence of business conditions in the 
United States — ^though still important — had no longer the same 
significance. Indeed, the United States itself was subjected to in- 
fluences emanating from the war economy of the outside world. 
When allied purchases, for example, failed to develop on the scale 
anticipated, the sharp upswing which occurred in the United States 
in the autumn of 1939 gave way to a temporary recession. For a 
time, the United States remained substantially a “peace economy.” 
In May and June 1940, however, foreign war purchases were in- 
creased, and plans were laid down for large-scale domestic re- 
armament. 

But even in war, the business situation in the United States re- 
mained important, if not determinant, for the rest of the world. The 
expansion of the American market enabled a number of countries to 
increase their exports to the United States and thus helped them to 
finance some part of their heavy purchases of the products which 
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they required for purposes of 
national defence. The consid- 
erable rise in raw material 
prices which took place in the 
last months of 1939 was in 
large part due to the expansion 
of demand for such goods in 
the American market. This de- 
velopment favoured the coun- 
tries exporting such materials, 
compensated them for the loss 
of other markets, and thus 
mitigated, at least temporarily, 
the adverse repercussions of 
the European war on primary 
producing countries outside 
Europe. 


General Developments in the Latter Part of 1939. 

For many years before 1939, the growth of national restrictions 
on foreign trade and exchanges, the formation of special economic 
or monetary ^‘blocks’* of countries, the growing State control of 
economic life for purposes of national defence, and the various at- 
tempts to promote economic self-sufficiency were leading to a progres- 
sive disintegration of the world economy.^ It was becoming increas- 
ingly difficult to generalize about economic developments for the world 
economy as a whole and increasingly important to examine the diver- 
gences of economic developments in various countries or groups of 
countries. The outbreak of war in Europe naturally intensified this 
tendency. Nevertheless, some important international inter-connec- 
tions remained between the different countries ; and many countries 
were affected by the war in substantially similar ways. As a result, 
economic developments in many belligerent and neutral countries 
showed a surprisingly large degree of uniformity in the last months 
of 1939. 

In the first place, as the following figures show, there was an al- 
most universal rise in prices in the months immediately following 
the outbreak of war. One of the factors contributing to this rise 
was the revival of demand for raw materials on the American market. 
The average rise in the level of prices in the United States was mod- 
erate, amounting to only about 5% ; but there were considerable 

1 Cf. World Economic Survey, 1938/39 (League of Nations), pages 107-110, and 
pages 185-187. 
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United States. 
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A : All commodities. 

B : Raw materials. 

C : Finished products. 
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The Movement of Wholesale Prices between Jnly 1939 
and January 1940. 



Percentage increase (+) 


Percentage increase (+) 


or decrease ( 

— ) from 


or decrease (— ) from 


July 1939 to 


July 

1939 to 


Oct. 

Jan. 


Oct. 

Jan. 


1939 

1940 


1939 

1940 

Belgium 

+23 

+39 

Turkey 

— 3 

+ 16 

Denmark 

+18 

+39 

Greece 

+ 5 

+ 14 

Roumania 

+11 

+31 

Canada 

+9 

+13 

India 

+18 

+30 

Peru 

. ... +3 

+ 11 

United Kingdom. 

+13 

+28 

Un. of South Africa . . +5 

+ 9 

Sweden 

+13 

+24 

Spain 

.... +4 

+ 9 

Netherlands. . . . 

+16 

+23 

Hungary 

.... +4 

+ 8 

Argentine 

+1S 

+21 

Chile 

.... +6 

+ 7 

Norway 

+11 

+21 

Bulgaria 

.... +3 

+ 6 

Yugoslavia 

+4 

+21 

United States. . . . 

.... +5 

+ S 

Switzerland 

+13 

+20 

New Zealand . . . . 

.... +2 

+ 5 

Portugal 

+12 

+20 

Australia 

.... +6 

+ 2 

^pan 

+ 8 

+ 19 

Germany 

. ... ^ 0 

+ 1 

Estonia 

+ 4 

+ 16 

Mexico 

+ 3 

* 0 

rises in the case of certain primary products. As is shown by the 


accompanying diagram, this upward movement was very short-lived ; 
it came to an end in October. From October 1939 to January 1940 
the official index of wholesale prices in the United States showed, 
on balance, no change; and in the early months of 1940 there was 
even a small downward movement, reflecting the temporary recession 
which then took place in industrial activity and inventory accumula- 
tion. Similar movements were observed in certain other countries 
outside Plurope. Thus in Australia and Mexico, as is shown by the 
figures above, prices relapsed appreciably between October and 
January, and in Chile they remained practically unchanged. 

The price rise in many European countries, especially in those 
largely dependent on overseas supplies, was much greater than in the 
countries just mentioned. The rise in raw material prices on the free 
American market made itself felt to some extent in Western Europe. 
But, on the whole, difficulties on the supply side seem to have been 
of greater importance in the price movement in European countries. 
Increased shipping freights and insurance costs were largely respon- 
sible for the sharp rises which occurred in the local prices of primary 
commodities in many countries of Europe; and in France, the 
United Kingdom and other members of the “sterling area,“ a fur- 
ther factor raising the prices of imported products was the deprecia- 
tion, in terms of dollars, of some 15% in the value of the currency 
in August and September 1939. The temporary decline in industrial 
production which, as will be seen later, occurred in several European 
countries at the beginning of the war may have further strengthened 
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the forces making for a rise. In certain countries, moreover, there 
was a wave of hoarding purchases at the beginning of the war. In 
Germany, it should be noted, the continuation of rigid price control 
and the imposition of a general rationing scheme prevented any 
significant upward movement of the official price index. 

Another tendency which was almost universal in the last months 
of 1939 was an increase in the note circulation. This was due to two 
factors: first, a general monetary expansion caused by actual or 
anticipated war expenditures and accompanied by rising prices and 
turnover, and, second, a strong propensity on the part of the public 
to convert bank deposits into cash. Increases in note circulation as 
part of general monetary expansion took place in varying degrees in 
such countries as Germany, Japan, the United Kingdom and the 
United States. Monetary expansion was, in fact, practically universal 
in the latter part of 1939. But there were a number of countries 
where the increase in the note circulation came about largely as a 
result of deposit withdrawals and currency hoarding — as a result, 
that is, of a change in the composition rather than the aggregate of 
the monetary supply. In Belgium, Egypt, Finland, Greece, Hungary, 
Latvia, the Netherlands, Norway, Palestine, Roumania, Sweden 
and a number of other countries the increase in note circulation in 
the autumn of 1939 was accompanied by a sharp decline in deposits 
at commercial or savings banks.^ 


Changes in Note Circulation between July 1939 
and January 1940. 


Percentage increase (-f) 
or decrease ( — ) from 


Denmark 

July 1939 to 
Oct. Jan. 

1939 1940 

+15 +38 

Turkey 

+34 

+34 

Palestine 

+48 

+33 

Germany 

+24 

+33 

India 

+18 

+33 

Yugoslavia. . . . 

+12 

+33 

Sweden 

+22 

+32 

Bulgaria 

+53 

+31 

Japan 

+10 

+29 

te;;;.:: 

+33 

+24 

+18 

+24 

Roumania 

+24 

+23 

France 

+17 

+23 

Norway 

+11 

+ 18 

Portugal 

+13 

+ 17 


Percentage increase (-}-) 
or decrease (— ) from 
July 1939 to 



Oct. 

Jan. 


1939 

1940 

Canada 

+23 

+14 

Australia 

+ 9 

+14 

Greece 

+25 

+13 

Switzerland 

+ 17 

+ 13 

Chile 

+ 2 

+ 11 

New Zealand 

+ 7 

+10 

Hungary 

+17 

+ 9 

Ireland 

+ 8 

+ 7 

Netherlands 

+ 9 

+ 7 

United Kingdom 

+ 4 

+ 5 

United States 

+ 4 

+ 5 

Uruguay 

- 4 

+ 4 
+ 3 

Un. of South Africa . . 

. + 7 

Brazil 

+ 4 

+ 3 

Argentine 

+ 1 

+ 2 


1 Cf. Tables 15 and 16, Monthly Bulletin of Statistics (League of Nations). 
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The sudden demand for “cash"' as against bank deposits was due 
to various special circumstances/ In some countries, as stated before, 
there was a wave of retail buying for hoarding purposes, and larger 
amounts of currency were required to deal with the increased turn- 
over. An important reason for larger cash requirements was, of 
course, the general or partial mobilisation of armed forces. The 
evacuation of women and children or the mere prospect of such 
evacuation had a similar effect. The actual or anticipated separation 
of families tended to increase the number of separate cash holdings 
and so the aggregate of cash required. 

This demand for greater cavSh liquidity, it may be noted, was a 
typical transition phenomenon. The disturbance arising from it was, 
on the whole, of a temporary kind, associated with the change-over 
from peace to war conditions. Once the demand for liquid resources 
was satisfied at a higher level, equilibrium in the money market 
tended to be restored — unless and until new factors arose to alter 
the public’s need or preference for cash. 

Indeed, from the above table it appears that in a number of coun- 
tries the demand for currency subsided appreciably after the first 
shock caused by the outbreak of hostilities. Between October 1939 
and January 1940 the note circulation remained the same in Turkey 
and showed a net decline in Palestine, Bulgaria, Egypt, Roumania, 
Canada, Greece, Switzerland, Hungary, Ireland, the Netherlands, 
South Africa and Brazil. 

The mobilisation of large numbers of men and the increased de- 
mand for many essential products for military purposes by both 
belligerent and neutral governments in Europe might have been 
expected to cause a reduction in unemployment. In fact, however, 
there seems to have been an appreciable rise in unemployment in 
many European countries immediately after the outbreak of hostili- 
ties. The military mobilisation and other emergency measures caused 
some dislocation of industry and internal transport. Shipping diffi- 
culties in some cases interrupted the normal supply of raw materials 
for industry. Uncertainty about the future led to the curtailment 
of certain forms of civilian works, such as building. Unemployment 
was not reduced below the pre-war level until appropriate measures 
had been taken to adapt national economies to the new circumstances, 
until — more especially — the “war industries” had been fully organ- 
ised and expanded. In the United Kingdom, for example, in spite of 
the absorption of large numbers of men into the fighting forces and 
the expansion of industries essential for national defence, unemploy- 
ment remained above the level of August 1939 until March 1940. 

^ The question is discussed at length in Chapter II of the last “Monetary Review” 
{Money and Banking, 1939)40, Vol. I). 
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Even in Germany, where the progressive intensification of war 
preparations had resulted in a scarcity of labour, the outbreak of 
war caused some disorganisation and led to a temporary increase 
in unemployment which, owing to the official prohibition against dis- 
missals, showed itself mainly in an increase in short-time in produc- 
tion for civilian needs. 

For similar reasons industrial production in a number of Euro- 
pean countries at first declined, and later rose again, as the imme- 
diate dislocations of the transition were surmounted, as production 
for defence was increased, and as arrangements were made for longer 
working hours and greater use of female and juvenile labour to 
replace the mobilised men. In France, for example, it was officially 
stated that industrial output fell off in September 1939 to 50% of 
the level reached in June 1939, and that it recovered to 83% of that 
level in November 1939; and, as will be shown later, there was a 
further expansion in French industrial activity in the three or four 
succeeding months. In a number of other European States, includ- 
ing Belgium, the Netherlands and Sweden, production dropped off 
immediately after the outbreak of war, but began to recover again 
during the last few months of 1939. This recovery, of course, was 
sharply interrupted by the events of the following spring. 

Such were the movements in aggregate production in European 
countries. As regards the composition of total output, it goes without 
saying that the war entailed far-reaching changes, and not only in 
belligerent but also in other countries. Such data as are available indi- 
cating the contraction of ‘"civilian” and the expansion of “military” 
industries will be summarised in a later chapter. Here it may be of 
interest simply to illustrate these tendencies by reference to the 
statistics on unemployment in different industries in the United 
Kingdom. Owing to the presence of seasonal variations — which are 


Unemployment in the United Kingdom, 

Percentage increase (+) or decrease (— ) 
from July 1939 to July 1940. 


Laundries +27 

Clothing +22 

Printing, publishing and bookbind- 
ing +20 

Professional + 1 

Hotels, public houses and 

restaurants — 3 

Entertainments, sport, etc —23 

Food, drink and tobacco —24 

Woodworking, etc —25 

Docks, canals, road transport, etc. —35 

Miscellaneous industries —37 

Total -38 

Textiles: cotton, woollen, worsted 

and other —39 


Commerce, finance and distribu- 
tive trades —40 

Chemicals, paints, oils, etc —44 

Coal mining —44 

Shipping —45 

Agriculture, horticulture, etc —45 

Iron and steel manufacture —45 

Metal trades: electrical and other —52 

Building, brickmaking, etc. —54 

Motor vehicles, cycles and aircraft —59 

Public works contracting —60 

Engineering, etc —63 

Ship building and repairing. ..... —73 
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naturally greater in some of the individual branches than in the 
aggregate — the comparison in the table above is made between July 
1939 and the same month in 1940. 

Changes in unemployment can by no means be taken as a strict 
measure of contraction or expansion in the volume of employment 
and output in different industries. The evidence afforded by the 
above figures is indirect, but it is clear enough. The industries shown 
at the top of the list, where the number of unemployed increased or 
declined but little, are typically industries catering for private con- 
sumption; whereas most of the industries listed at the bottom, show- 
ing the largest decreases in unemployment, are essential for national 
defence. 

The preceding description of general tendencies during the transi- 
tion period has been confined, for the most part, to European coun- 
tries. Mention may now be made of certain of the changes that took 
place in international trade, and particularly in the trade of primary 
producing countries outside Europe. The Allied blockade profoundly 
modified the trading position, not only of Germany, but of all the 
countries for which trade with Germany was important. Trade was 
restricted by difficulties of transport and by the introduction of con- 
trols in belligerent and neutral countries designed to prevent the 
export of essential commodities and to restrict the import of luxuries. 
At the outbreak of war there was therefore an immediate fall in the 
trade of European countries. After a brief period of reorganisation, 
however, a substantial rise occurred in the imports of some European 
belligerent and neutral countries of products necessary for the prose- 
cution of war or useful for the formation of stocks, even though part 
of the rise in import values was merely a reflection of the rise in 
prices. Thus, for example, in the United Kingdom, Switzerland, the 
Netherlands and the Scandinavian countries, the rise in import prices 
combined with heavy purchases for national defence led to a con- 
siderable excess of imports over exports at the end of 1939. The 
corresponding increase in exports and in export surpluses occurred 
largely in the primary producing countries outside Europe. Fourteen 
such countries are included in the following table, comparing the im- 
port and export values of the last three months of 1939 with the 
same period a year earlier. 

It will be seen that exports increased in all of these typical raw- 
material-exporting countries. Imports increased much less, where 
they increased at all ; in half the number of countries they declined. 
In many cases, however, this improvement in trade balances was very 
short-lived. Especially after the closing of a growing number of 
European markets in the second quarter of 1940 the trading position 
of some of these countries, notably in Latin America, tended to be- 
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Changes in Imports and Exports of Primary Producing 
Countries between the last quarter of 1938 and 
the last quarter of 1939. 


Percentage increase (+) or decrease (— ). 

Country 

British Malaya 

Ceylon 

Cuba 

Egypt 

Union of S. Africa 

Argentine 

Netherlands Indies 

India 

Brazil 

Chile... 

Colombia 

Australia 

Peru 

New Zealand 


Imports 

Exports 

+36 

+79 

+ 5 

+48 

+27 

+42 

-18 

+30 

+ 10 

+29 

+ 2 

+29 

-11 

+28 

-10 

+ 18 

+ 2 

+ 11 

-20 

+ 11 

+ 3 

+ 7 

- 9 

+ 3 

- 7 

+ 2 

-34 

+ 2 


come less favourable. These later tendencies are dealt with in 
Chapter VIII. 

Economic developments in the transition period, as has just been 
seen, were marked by a certain degree of uniformity. That there 
was also some similarity between Government measures adopted 
in different countries has already been stated and will be shown 
more fully later. Countries involved in or closely affected by the war 
naturally reacted to the situation in somewhat similar ways. There 
was, for example, an increase in the burden of taxation after the 
outbreak of hostilities ; and there was, of course, a great spread of 
State intervention in the form of consumers' rationing, raw-material 
controls, industrial planning, exchange restrictions, etc. These various 
aspects of war-time Government policy will be reviewed in the suc- 
ceeding chapters; it would be of little interest to discuss them here 
with reference to the transition problem only. 


Special Problems in Certain Countries. 

There were, then, certain similarities in the change-over from peace 
to war conditions in different countries; but the differences were at 
least as significant. Each country, while sharing in some degree in 
some of the more general tendencies, was also faced with special 
problems and difficulties of one kind or another in the course of the 
transition. The following notes are intended to illustrate briefly a few 
of these more special problems. 

In England, for example, it was the problem of prices which caused 
some anxiety in the early months of the war. As the table on page 
19 shows, the level of British wholesale prices rose by 28% in the 



— 25 — 

six months from July 1939 to January 1940. The figures in that 
table are not, of course, strictly comparable, as the composition 
of the national price indices varies. Yet it is significant that the 
United Kingdom stands among the countries which showed the big- 
gest increase. 

There were certain special circumstances to account for this. Im- 
ports constitute a relatively high proportion of the total supply of 
commodities in the United Kingdom; and the cost of imported 
goods went up sharply at the beginning of the war. Between August 
25th and September 4th, 1939, the sterling cost of the dollar rose by 
16%, the official rate of exchange being dropped from $4.68 to $4.03 ; 
the unofficial rate quoted in New York, which was also relevant to 
some extent to the cost of imports, depreciated even more. 

Secondly, as may be seen from the table below, there was a sweep- 
ing increase in freight rates, due to the increased costs of insurance, 
labour, fuel, etc. In the spring of 1940 British shipping freights were 
3n the average f our times as_ high as just before the war, in spite 
of the strict Government control introduced in the autumn of 1939. 
The importance of this factor may be illustrated by estimates pub- 
lished in The Economist, according to which freight rates represented, 
at the beginning of 1940, about 24% of the retail price of bread, 
from 6 %% to of the retail price of frozen beef, about 5j/2% 

of the retail price of sugar, from 18% to 20% of the price of iron 
ore, and about 37^% of the price of scrap iron.^ 


Price Movements in Great Britain. 

(July 1939 =100.) 



Oct. 

1939 

Jan. 

1940 

Apr. 

1940 

Oct. 

1940 

Wholesale prices (Board of Trade) 

Foodstuffs 

120 

136 

138 

■ ■ 

Basic materials 

114 

132 

161 


Manufactured goods 

104 

113 

120 


General index 

113 

128 

135 


Cost of Living (Ministry of Labour) 

106 

112 

114 


Wages (Prof. Bowley) 

lOOK 

116 

104K 

116 

109J^ 

116 


Price of U.S. dollar: official, London 

: unofficial. New York 

117 

118 

133 

116 

Shipping freight rates (Lloyd’s List) 

199 

335 

503 




The first three lines of this table show clearly the discrepancy 
which developed between foodstuffs and raw materials, consisting 
largely of imported goods, and manufactured articles, the price of 

1 The Economist, February 17th, 1940, page 288. 
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which was largely determined by the cost of domestic labour and 
equipment. The rise in import prices inevitably affected the cost of 
living to some extent.^ As a result, there were widespread demands 
for wage increases. Some increases resulted automatically from 
sliding-scale arrangements. In comparison with the rise in import 
costs, the rise in wages between July 1939 and April 1940 — 
amounting, on the average, to scarcely 10% — can hardly be con- 
sidered immoderate. It was less than the rise in the cost of living; 
and this latter comparison, crude though it is, suggests that the 
working class standard of living did not escape the effects of the 
worsened conditions of foreign trade. But the wide prevalence of 
wage increases gave rise to serious fears of an inflationary spiral 
of costs and prices. The Government, therefore, made various efforts 
to arrest the movement. In October 1939 a Prices of Goods Act 
was passed, which prohibited the raising of prices for specified 
goods by more than what corresponded to the increase in certain 
expenses. Maximum prices for important raw materials were fixed 
under the controls instituted by the Ministry of Supply, regulating 
the distribution of the materials to the various industrial consumers. 
Maximum prices were also fixed by the Ministries of Food and 
Agriculture for various products which they controlled. But in prac- 
tice the official maximum had to be moved up in many cases. More 
significant was a new policy announced at the beginning of 1940, 
when it was disclosed that the Treasury had been subsidizing the 
prices of foodstuffs at a current cost of about £50 million a year, 
with the deliberate object of restraining the rise in the cost of living. 

In fact, the rise in prices slowed down appreciably at the begin- 
ning of 1940. It did not stop, of course; and at some periods later 
in the year it became again accelerated. It may well be that the sud- 
den advance in the autumn of 1939, due in the main to the exchange 
depreciation and to transport and insurance charges, gave the initial 
stimulus to the other and more serious influences, arising from the 
exigencies of war-time finance, making for a rise in prices. But in 
itself the price disturbance of the transition period in the United 
Kingdom was comparatively innocuous. 

In France, the chief economic problems of the transition period 
arose out of the mobilisation of several million men for the army. 
The exact number involved was not made public, but it undoubtedly 
represented a high proportion of the French working population. 
The effect of this upon the productive system of the country was 
naturally very serious. In order to offset the loss of industrial man 

1 The introduction of the Government's compulsory war risk insurance scheme for 
commodity stocks should also be mentioned as one of the factors which tended to 
raise both retail and wholesale prices. 
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power, the standard working week in industry in general was raised 
from 40 to 45 hours in October 1939. The actual working week, 
especially in munitions industries, was raised up to 72 hours. In- 
creased use was made of female labour and of youths under eighteen 
years of age.^ After the first few months, certain categories of mobi- 
lized workers were released for specialist work. The conditions of 
labour were made exceedingly stringent ; workers were barred from 
changing their employment without permission, and could be assigned 
to different factories by the authorities. 

As was mentioned earlier, French industrial output, after having 
declined by some 50% in September, recovered to 83% of the pre- 
war level in November 1939. Further evidence of a rise in produc- 
tion resulting from the measures described was given in various 
official statements, according to which, for example, electric power 
plants and the metallurgical industry had reached the pre-war level 
of activity by December 1939, while industries producing heavy 
chemicals and aluminum were 
operating at 10% to 15% above 
the pre-war level. There is no 
doubt, therefore, that the initial 
difficulties connected with the 
mobilisation were surmounted 
with a measure of success. 

Nevertheless, the index of 
French industrial production, as 
plotted in Diagram 2, remained 
even in March 1940 below the 
pre-war level; and it should be 
ittoted that the pre-war level it- 
self was considerably below the 
level of 1929. 

In sharp contrast to the extensive controls adopted in the field of 
labour and industrial production was the virtual absence of restric- 
tions on^ civilian consumption. France occupied in this respect a 
singular position not only among the belligerent but also among many 
neutral states of Europe. True, the consumption of gasoline and of 
butchers' meat was subjected to certain restrictive regulations before 
the close of 1939; and in the following March measures were taken 

1 The measures adopted for this purpose culminated in a Decree of February 1940, 
which made it compulsory in specified industries to engage a certain percentage of 
women workers so as to free men for work in munitions industries. Another decree 
issued in the same month ordered the industrial recruitment of young men over 16 
years of age. (Cf. International Labour Review, June 1940, pages 584-90.) 


Diagram 2, 

Industrial Production in France. 
(1929 = 100.) 
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to regulate sales by bakers and butchers, to limit expenditure in res- 
taurants and to enforce economy in the use of gasoline and alcohol. 
But it was not until the spring of 1940 that arrangements were made 
for a general census in order to prepare for the issue of ration cards. 
In regard to food at least, this liberal policy was considered not 
unnatural in view of France’s high degree of self-sufficiency in food- 
stuffs. Though sharp increases occurred in the prices of imported 
goods (mainly raw materials), the cost of living rose relatively little 
(by only 1% in the first three months, according to official informa- 
tion), partly because important items of popular consumption were of 
domestic origin, but partly also because Government supervision of 
wholesale and retail prices was introduced on a wide scale. 

The comparative freedom of consumption, however, was accom- 
panied by severe restrictions on consumers’ incomes in terms of 
money. As part, indeed, of the general price control, it was decreed 
that in “civilian” industries wage-rates were not to be raised from 
their pre-war level without approval of the Minister of Labour, while 
in the armanent industries wages were fixed by the Minister of 
Labour and the Minister of Munitions. Taxes on business turnover, 
income and profits were sharply increased and/or extended in scope. 
An outstanding feature of the fiscal measures adopted was that they 
affected wage-incomes and in a remarkably drastic manner. In the 
first place, workers between the ages of 18 and 49 who, for reasons 
of health or special qualifications, were exempted from military 
service, had to pay a special levy equal to 15% of their wages. A 
second levy was imposed on these and all other workers, equal to one- 
third of their earnings for overtime and their whole earnings in re- 
spect of the five extra hours per week which they had to work before 
overtime was reckoned.^ The proceeds of these special contributions 
were credited to a fund called the National Solidarity Fund, out of 
which allowances were paid to necessitous families of mobilised men. 

The case of Germany presents less interest as regards the shift from 
peace to war economy, since the shift had been so largely accomplished 
already before the war / and the type of State-controlled economy 
which had evolved in this process has often been described.^ Yet even 
in Germany the opening of hostilities implied vast and far-reaching 
changes. Thus it has been semi-officially stated that 20,000 million 
marks were spent on war preparations in the last twelve months of 

1 As stated before, the standard working week was raised from 40 to 45 hours in 
October 1939. 

2 This fact was emphasized with satisfaction in German periodicals and economic 
journals in the opening weeks of the war. 

^Cf. League of Nations: World Economic Survey, 1937 1 pages 33-37, and 
World Economic Survey, i93^/39, pages 3i“37« 
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peace/ and that shortly af ter the outbreak of war military expenditure 
was at a rate of between 36,000 and 48,000 million marks a year — 
an expenditure which represented between 38% and 51% of Ger- 
many’s national income of 95,000 million marks, as estimated for 
1939 - 

As one means of meeting this expenditure, taxation was severely 
increased in various ways, so as to make it yield approximately 24,000 
million marks in the fiscal year ending March 31st, 1940, as compared 
with 1 8,200 million in the preceding fiscal year. But this was clearly 
not enough. Another means was sought through a modification of the 
price structure. Not only were the existing measures for preventing 
increases in prices and wages continued, but an attempt was even 
made immediately after the outbreak of war to bring about a general 
deflation of wages and a partial deflation of prices. The intention 
seems to have been to cut down the prices of goods bought by the 
State, while leaving the prices of ordinary consumers’ goods un- 
changed. Under a Decree of September 4th, 1939, wage rates were 
generally reduced to the level of 1936; extra pay for night work, 
Sunday work and overtime work was abolished; holidays were sus- 
pended, and the payment of double wages as a substitute for holidays 
was prohibited. The sums saved in wage costs by manufacturers were 
to be paid into the State Treasury, except in the case of goods the 
prices of which were reduced to correspond with the lowered costs. 

In fact, this deflation encountered such resistance that the attempt 
was soon abandoned. In December 1939 extra pay for night work, 
holiday work and overtime was restored ; and workers were again to 
be entitled to holidays. But some reduction in wages remained; for 
in future overtime rates were to be paid only for hours in excess 
of 10 a day, as against the pre-war 8 hours a day. The extra pay 
saved had to be paid into the tax office. 

Thus, in carrying out the necessary curtailment of consumption to 
‘"make room” for the requirements of the State, the main emphasis 
came to be placed on direct and quantitative restrictions on consumers’ 
purchases rather than on curtailment by way of money incomes. By 
a Decree of August 24th, 1939, and by additional ordinances issued 
in the following weeks, a rigorous scheme of rationing was imposed 
on practically all foodstuffs and on a number of other articles of 
popular consumption such as soap. Clothing, footwear, bicycles and 
other such articles could be obtained only through a system of “buy- 
ing permits” issued on certain stringent conditions in each individual 
case. For clothing this system was generally replaced by one of 

^ The Chancellor of the Reich announced on September 1st, 1939, that some 90,000 
million marks had been spent on national defence between 1933 and 1939, an average 
expenditure of 15,000 million marks a year. 



30 — 


ration cards in November 1939. As for the inessential durable goods 
not subject to restrictions, many of them gradually disappeared from 
the market as their production was stopped, and as existing stocks 
were sold out. 

This state of things had important consequences on the financial 
side. People’s money receipts tended to remain idle in part, because 
there was nothing on which to spend them. There was thus an in- 
direct but nevertheless effective compulsion to save, which naturally 
simplified the Government’s problem of borrowing. Even when the 
Government borrowed from the banking system, which it did to a 
large extent, the resulting creation of new money was, in part at least, 
“sterilised” through the inability of the recipients of this money 
to pass it on in exchange for goods and services. There is no doubt 
that this accumulation of unusable funds increased in various ways 
the pressure on commodity markets; prosecutions for infringement 
of the price control were frequent; but, given the drastic powers 
of the police and other authorities, this general system as it developed 
in the first few months of the war seems to have proved adequate. At 
any rate, it underwent no substantial changes during 1940 and the 
first half of 1941. 

In Germany’s external relations it was, of course, the allied block- 
ade which made the greatest change. State control of foreign trade 
and exchanges, however, was already so far-reaching in Germany 
that practically no changes of organisation were necessary when 
the war began; and the production of domestic substitutes and the 
development of trade with South-Eastern Europe were policies of 
several years’ standing, which required only to be continued with 
greater intensity. But there was one problem which seems to have 
proved unexpectedly difficult, and that was the problem of transport. 
If one remembers, for example, that Roumanian oil reached the 
German market normally by the sea route to Hamburg, and that 
Germany’s coal exports to Italy were shipped by sea from the lower 
Rhine,^ the strain imposed by the blockade on Germany’s internal 
transport system is easily realised. 

In many branches of German industry not directly connected with 
rearmament there were, before the war broke out, signs of a con- 
sumption of capital, in the sense of a failure to maintain equipment 
physically intact. This wearing out of the capital stock was particu- 
larly evident in the case of the German railways. Total railway 
traffic in 1938 was 16% larger than in 1929; but the number both 
of locomotives and freight cars was 4% lower; and this com- 

1 This traffic was discontinued in March 1940. Other German exports by routes 
accessible to the blockade were stopped in December 1939. Germany's import trade 
by these routes was stopped in September 1939. 
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parison of quantity takes no account of the deterioration in the 
quality of the equipment. In the years preceding the outbreak of the 
war, capital expenditure on the transport system was directed chiefly 
to the construction of motor-roads. When the war came, these motor- 
roads proved of restricted value owing to the shortage and stringent 
rationing of gasoline. 

In an effort to make up the deficiencies in the railroad system, a 
four-year programme was initiated in March 1939 construc- 

tion of locomotives, coaches and freight cars. But this was probably 
too late to yield any results at the beginning of the war. The blockade, 
as mentioned before, threw a heavy burden on the German railways ; 
and the rationing of petrol meant, in addition, a vast shift of internal 
traffic from the roads to the railways. To meet this severe strain, 
attempts were made to obtain rolling stock from other countries and 
strenuous efforts were undertaken to raise the efficiency of railroad 
operations in all possible ways. Further information on these measures 
is given in Chapter IX, devoted specially to questions of transport. 

Japan had been at war for more than two years when the European 
conflict began. There was no longer any ‘‘transition problem^' for her. 
Yet, in the world economic situation of 1939, her case presents some 
interest as an illustration of the economic exhaustion which tends to 
ensue from a protracted war effort with limited material resources. 
In the earlier part of 1939, “it was recorded, for instance, that a con- 
siderable increase in the number of fires in factories in the Tokyo area 
was largely due to the excessive fatigue of the workers. Moreover, 
the statistics of sickness, accidents, and absence from work began 
to rise. Accordingly, on March 31st, 1939, the Government issued an 
order for the protection of workers employed in branches of industrial 
activity where work necessitated by the requirements of national 
defence was carried on.’^^ This order, fixing a maximum working day 
of 12 hours, came into effect on May ist. In the spring of 1938, a 
“National General Mobilisation Law’’ had been enacted, with the 
object of increasing the supply and efficiency of labour and of raising 
the productivity of industrial equipment. In April 1940, a Japanese 
source stated that it was “doubtful’’ whether the result had been 
“satisfactory.” “Labour efficiency,” it said, “has lately become 
strikingly low.”® The material equipment was likewise deteriorating. 
Plant and machinery were wearing out and could not be adequately 
replaced; and this consumption of capital was taking place not only 
in the “inessential” consumers’ trades, but also in the armament 

^ Sweden, for example, lent a certain number of railway trucks to Germany to 
secure the transport of coal from the German mines to the Baltic Sea ports for 
shipment to Sweden. 

2 International Labour Review, October-November, 1940, page 270. 

3 “Trade and Industry, 1939/40,” Supplement to Oriental Economist, April, 1940. 
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industries. Two special circumstances supervened in the winter of 
1939/40 to aggravate further the difficulties of renewal and main- 
tenance. Important shipments of German machine tools and other 
industrial equipment destined for Japan were intercepted by the 
British blockade. The United States allowed its commercial treaty 
with Japan to expire in January 1940 and imposed an informal but 
effective embargo on exports of machine tools and scrap iron to Japan. 

Diagram 3. 

Japan : Industrial Production and 
Employment, 1936-1940. 

(1936= 100.) 

I : Industrial production, total. 
lA: Production of investment 
goods. 

IB: Production of consumers* 
goods. 

II : Factory employment. 
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From the above diagram it is quite clear that Japan’s industrial 
output suffered a serious setback in 1939. Some of the decline that 
occurred in the second half of the year was due to a drought, which 
interfered with the electric power supply. Some of it, affecting par- 
ticularly the index for consumers’ goods, was due to the fall in exports 
of cotton manufactures; a 30% fall in the production of “food and 
drinks” from March 1939 to March 1940 also contributed to the 
decline in that index. A comparison between the index of total pro- 
duction and the index of factory employment may be of interest as an 
indication of changes in labour efficiency. The fact that the number 
employed in factories steadily increased while output increased more 
slowly and later declined would seem to point to a decline in average 
output per worker.' The decline in productivity may have been due 
to two factors. Firstly, the additional labour force, drawn mostly 
from the female and the rural population may have been less efficient; 
and secondly, the per capita output of the workers already in employ- 
ment may have declined. From the diagram it is clear that the second 
factor must have been in operation to some extent after the spring 
of 1939- 

1 The index for “investment goods” represents of course mainly armament indus- 
tries ; but neither it nor the index of total production covers the munitions industries 
in the strict sense of the term. The index of factory employment probably does. The 
probable difference in the scope of the indices must be kept in mind in estimating 
the change in productivity; but this is unlikely substantially to affect the general 
conclusion. 




CHAPTER II 


WARTIME CONTROL OF PRODUCTION 

In 1914 the world entered the war relying mainly on the free price 
system to achieve the necessary adjustments in production and con- 
sumption. As the war progressed, scarcities of labour and goods 
forced Governments to regulate prices, consumption and production 
so that, by the end of the war, the principal nations had developed 
far-reaching systems of direct state control of industry and trade. 

At the outbreak of the present war, the idea of achieving a transfer 
from peace to war economy through the unaided workings of a free 
price system had been very generally abandoned in favour of direct 
mobilization of resources. Such a policy was facilitated by the fact 
that, during the inter-war period. Governments had acquired con- 
siderable experience in the art of state control and had created many 
administrative agencies which could be adapted for war purposes. 

It would be premature in this survey to analyse in detail the systems 
of wartime control of production or to judge their importance. Insti- 
tutions, policies and practices are in a state of flux, and the absence 
of full information renders it impossible to draw a complete or in 
any way final picture. The purpose of the present chapter, therefore, 
is to state the main problems that presented themselves and to indicate, 
by means of examples, how they are being solved. 

Although the administrative machinery of control is of less interest 
from the economic point of view, it seems necessary to give a brief 
account of it in the first section. The more significant questions 
relating to the content as distinct from the instruments of policy are 
dealt with in the later sections of this chapter. 

Organization of Control 

At or before the outbreak of war. Governments in many countries 
were given wide legislative powers over production, trade and dis- 
tribution and were authorized to conscript labour, plant and other 
resources. These blanket powers, however, were enforced by executive 
orders, and only gradually does any picture of systematic organiza- 
tion emerge. The following description is mainly concerned with 
the situation during the spring of 1941 in certain selected countries. 
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Germany differs from most other countries in that the organization 
of her war economy was ready before the outbreak of hostilities. 
After the advent of the National Socialist Party to power, the 
Ministry of Economic Affairs at first constituted the central organ 
of control over the national economy. With the introduction of the 
Second Four Year Plan in 1936, this body became concerned prima- 
rily with the execution of the policies laid down by the head of the 
Four Year Plan. At the outbreak of war, a General Council was 
formed to coordinate administration. Its permanent members include 
the heads of the Four Year Plan and of the Department for War 
Economy and Armament of the High Command, the departmental 
chiefs of the various Ministries, the Price Commissar and a repre- 
sentative of the Party. Its chairman is the Head of the Four Year 
Plan. Policy-making and planning are shared jointly by the “War 
Economy and Armament Department” and the “Four- Year-Plan 
Offices.” The administration of these plans rests with the ordinary 
Ministries and the special commissars. District Economic Boards, 
the regional representatives of the Ministry of Economic Affairs, also 
play a major role in the administration of economic policy. 

In the “Plan for the Preparation of the Organic Reconstruction 
of Germany's Economic System” promulgated in 1934, the regulation 
of industry was at first secured by making membership in trade asso- 
ciations compulsory ; these associations were coordinated in a 
National Economic Chamber and centrally controlled through the 
Ministry of Economic Affairs.^ Members of the Nazi Party were 
appointed to key positions in this centralized organization. The 
^cond Four Year Plan contained the basis for a more direct control 
of industry and led to the appointment in 1938 of special commissars 
in the coal mining, building, machine, road transport and electric 
power industries with almost complete powers over production. Con- 
currently, semi-public vertical holding companies, or trusts, were 
widely developed. As a result, the original industrial associations have 
been largely reduced to the position of advisory bodies, whose chief 
function is to carry out cooperative projects and to provide channels 
through which the special commissars operate. 

The labour market is similarly organized through the Labour 
Front. The regulation of wages, conditions of labour, etc. is assigned 
to the labour trustees appointed by the Minister of Labour for each 
district, who exercise exclusive control over conditions of work 
within the framework laid down by the central authority. Control is 
greatly facilitated by the labour exchanges and by the “labour books.” 

1 The whole economy was organized into five Estates, of which one was the Estate 
of Industry and Trade. 
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The latter are passports necessary for industrial employment, contain- 
ing a complete description of the workers' training and record. Dupli- 
cates are lodged with the labour exchanges, which thus possess a com- 
plete record of the whole labour force of the nation. 

The Ministry of Food and Agriculture exercises control over 
agricultural production, prices and marketing mainly «through the 
Reich Food Estate, which all producers, processors and distributors 
are obliged to join. Each farmer must possess a “farm management 
card," containing information regarding the output and efficiency of 
the farm and its occupier and serving a purpose similar to that of the 
“labour book." 

In Italy an organization on similar lines existed before the war. 
The Ministry of Corporations is vested with the function of economic 
planning and control. Industry, labour and agriculture are compelled 
to organize on corporate lines, employers and workers being organized 
separately into confederations and collectively into corporations of 
local, provincial and national scope, coordinated finally into the 
National Council of Corporations. As in Germany, a central feature 
of governmental policy has been the appointment of members of the 
Fascist Party to strategic positions in the industrial, labour, and 
agricultural organizations. During the present war, the importance 
of the corporations would appear to have declined, the Ministry of 
Corporations tending to impose its policies more directly through 
the various associations of producers. 

In Japan, the planning of economic activity is centered in the Cab- 
inet through its Planning Bureau. The Ministry of Commerce and 
Industry exercises control over industrial production and distribu- 
tion, operating through Governors who in turn work through guilds 
and associations of producers. These general controls have often 
proved insufficient, and in a number of cases — iron and steel, wood, 
power, etc. — a more complete regulation of all phases of production 
has been entrusted to Government-controlled corporations. 

The General Mobilization Act of 1938 empowered the Govern- 
ment to conscript all economic resources; and during 1940, political 
parties, trade unions and employers' associations were dissolved, 
plans being announced for the organization of labour and industry 
according to the German pattern, as expressed in the Revised Mobili- 
zation Act of March 1941. A new Ministry of Wartime Economy 
was created to administer these policies, operating, however, mainly 
through the existing administrative machinery. 

In August 1940, the Cabinet approved the creation of a new 
structure of the labour market. All employees were to be organized 
into cooperative bodies, and existing organizations of labour were 
to be absorbed by the Federation of Corporations. 
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The Department of Agriculture and Forestry controls agriculture 
according to plans laid down by an Agricultural and Forestry Plan- 
ning Commission; production quotas are imposed on the farmers 
through a system of provincial and village organizations ; this regu- 
lation of supplies is achieved through Government-controlled corpora- 
tions such as the Japan Sulphate of Ammonia Distribution Company 
and the Japan Phosphate Distribution Company. 

In Great Britain, the Emergency Powers Acts of August 24th, 
1939 and May 22nd, 1940 empowered the Government to establish 
a complete system of war economy. In June 1940, a “Production 
Council” was formed, containing representatives of various minis- 
tries. In January 1941, this council was replaced by two executive 
organs — the Production and Import executives. The former was a 
committee of five under the chairmanship of the Minister of Labour 
and National Service. Both remained under the final authority of the 
Cabinet. 

Industrial control is centered largely in the Minis*try of Supply, 
which regulates prices, stocks and the distribution of materials and 
supplies (including the determination of priorities) through Com- 
modity Controllers, a controller being appointed for each commodity 
brought under Government supervision. In collaboration with mem- 
bers of the trade, and with the Central Priority Department of the 
Ministry of Supply, each controller is directly responsible for carrying 
out the allocation and limitation of materials for which he is respon- 
sible. Until October 1940, this system was used also to control 
building, but at this date a special Ministry of Works and Building 
was created. 

Control of the labour market and measures of social welfare are 
entrusted to the Ministry of Labour and National Service. The 
powers of the Home Office, under the Factory Acts, have been trans- 
ferred to this Ministry. Through the National Labour Supply Board, 
containing representatives of industry and labour, and the system of 
public employment exchanges, it controls the labour market. A 
National Arbitration Tribunal hears labour disputes when private 
negotiations have failed. 

Control of agriculture is shared by the Ministry of Food and the 
Ministry of Agriculture. The former, through a network of regional 
and local offices, regulates prices, imports, stocks and the distribution 
(including rationing) of food. The latter is entrusted with control 
of production ; it supervises, through its local officials and local pro- 
ducers* committees, the recruitment of labour, the distribution of 
feeding stuffs, fertilizers, machinery, etc., and the direction of pro- 
duction. Special boards, additional to those existing before the war. 
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have been created to supervise the production and marketing of im- 
portant foods. 

The principles of control in the British Dominions are, broadly 
speaking, of the British pattern, though control is generally less far- 
reaching.^ 

In Canada, industrial control falls largely under the Department of 
Munitions and Supply established in April 1940.” Working through 
the Wartime Industries Control Board and by means of special con- 
trollers it supervises production and distribution of important raw 
materials and products.® Measures have also been taken to coordinate 
the wartime economy with that of the United States. An agreement 
was reached between the two countries in April 1941, and on May 
15th a Material Coordination Committee was appointed, whose 
Canadian members are chosen from the Wartime Industries Control 
Board. 

A Labour Supply Council, containing representatives of industry 
and labour, considers matters pertaining to the labour supply. The 
major policy-forming body, however, is an Inter-departmental Com- 
mittee on Labour Coordination, containing representatives of the 
main Ministries and the Labour Supply Council. 

Under the Ministry of Agriculture, the Agricultural Supplies 
Board serves as coordinating agency, while special boards and com- 
mittees such as the Fertilizer Supply Committee and the Bacon Board 
are responsible for the administration of specific controls. 

In (the United States, a declaration of national emergency pro- 
claimed in September 1939 and further extended in May 1941 vested 
the Federal Government with wide powers over the whole of economic 
life. So far, these powers have been applied sparingly, emphasis being 
placed on the voluntary collaboration of industry and labour. 

The coordination of the defence effort is vested in the Office for 
Emergency Management, its prime function being to serve as a 
liaison between the President and the various defence agencies. Con- 
trol of industry is largely shared by the Office of Production Man- 
agement and the Office of Price Administration and Civilian Supply. 

^ Measures have been taken to coordinate the economic activity of the various 
members of the British Commonwealth of Nations. Thus, in the latter part of 1940 
a conference of the Eastern Empire countries was called to draft measures for the 
coordination of the production of each country, the objective being to provide for 
an increased output and interchange of war supplies, particularly manufactured and 
finished goods, among the eastern countries. A permanent Standing Committee and 
Secretariat were formed to initiate further measures. 

2 Control of coal and some other commodities, however, is vested in the Wartime 
Prices and Trade Board, under the Ministry of Labour. 

2 The powers of the controllers vary. They are generally authorized to buy, 
allocate or requisition materials, and plants producing them, to fix prices or to take 
other measures considered necessary in the national interest. 
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The Office of Production Management contains two major divisions, 
production and labour. There are three subdivisions for purchases, 
priorities and research and statistics. In June 1941, 30 committees, 
one for each important industry, were appointed within the Office 
of Production Management to consider production, purchases and 
priority questions, thus greatly simplifying procedure. The original 
Production, Purchases and Priority divisions, however, retain final 
authority in their respective fields in the event of dispute. The Office 
of Price Administration and Civilian Supply is concerned with price 
control, the prevention of hoarding of strategic materials, and the 
allocation of scarce materials to civilian industries after defence 
requirements have been met. 

Labour control lies with the labour division of the Office of Pro- 
duction Management. A Labor Policy Advisory Committee, con- 
taining representatives of labour, advises the directors of the Office 
of Production Management on labour policy, and a Labor Supply 
Division is concerned with the recruiting, training, and placing of 
labour for defence purposes. In July 1941, defence advisory com- 
mittees, on a par with the industry committees, were created to 
advise the Office of Production Management and other defence 
agencies on problems of production, purchases and priorities. In 
addition to the special agencies created for the execution of the de- 
fence programme, some of the regular departments have received 
extended authority. The Department of Agriculture is authorized to 
exchange surplus commodities against strategic materials, the Recon- 
struction Finance Corporation to finance expansion of defence plant 
and purchase of essential commodities, etc. 

In France, the General Mobilization Act of July 1938 empowered 
the Government in the event of war to requisition all human and 
material resources. But there was no general body of control and 
coordination until March 1940, when an Economic Council of Min- 
isters was formed. Prior to the creation of this body, the organization 
of the war economy was based largely on voluntary collaboration. 

Regulation of industrial production was centered in the Ministry 
of Commerce, working through a number of regional committees. 
In addition, control over each major resource or group of com- 
modities was assigned to a Cabinet Minister. Subject to this limita- 
tion, however, and certain military priorities, production, allotment 
of raw materials, equipment, etc. were controlled by groups of pro- 
ducers under Government supervision. 

The Minister of Labour was charged with the mobilization of 
labour. At his disposal were departmental committees consisting of 
representatives of employers and workers under the chairmanship of 
a Government nominee But the training of labour was entrusted to 
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the Minister of Education with provision for close cooperation 
with liaison committees composed of representatives of the other 
Ministries. 

Agricultural control was in the hands of the Ministry of Agri- 
culture. A general War Provisioning Service was charged with the 
supply and distribution of food, while an Office for Wartime Man- 
agement of Agricultural Production was in charge of the direction 
of production. An Office for the Mechanization of Agriculture super- 
vised the use of agricultural machinery, and an advisory committee 
consulted with the Minister on the use of fertilizers. 

After the armistice the economic organization was overhauled 
and attempts made to reorganize it on a totalitarian pattern. No clear 
picture of the significance of these changes has as yet emerged.^ 

Industrial Mobilization 

In considering Government control over industry, it is convenient 
to distinguish between efforts to keep down prices, to divert resources 
from civilian to war purposes, and to expand resources. It is further 
convenient to treat separately the various factors of production. The 
control of prices and indirect means of diverting production by in- 
fluencing demand are dealt with in Chapter IV. Here we are con- 
cerned with the more direct measures designed to affect the supply 
of war material or civilian supplies deemed essential for the war 
effort. But it is not possible to give more than a cursory description 
of some of the more important measures adopted or principles under- 
lying those measures. 

1 Economic policy is under the general direction of the Ministry of National 
Economy and Finances, and a Superior National Council of Economy, composed 
of technical experts serving in an advisory capacity. A Ministry of Industrial Pro- 
duction coordinates and centralizes all industrial control. 

Employers' associations relating to more than one industry have been dissolved 
and National Committees, under direct Government supervision, appointed to con- 
trol each industry. Under these are Departmental Committees which regulate the 
activities of local organizations engaged in each industry. 

Workers’ associations covering more than one industry have also been dissolved 
and the regulation of wages, the distribution of labour, and conditions of work 
centralized in the Minister of Labour. The Government has recently appointed 
representatives of employers and workers to meet to form a “Labour Charter ' 
to form the basis of French labour policy. Industry and the professions are to be 
organized on a “social basis” so as to put an end to class struggle. 

Agriculture is to be organized on a corporate basis under the Ministry of Agri- 
culture. The basis of organization will be the local farm syndicates. Membership 
is not expected to be compulsory as the benefits of membership and the difficulties 
of remaining independent will, it is expected, induce farmers to join. In addition, the 
Ministry of Supply has been given extended powers over agriculture. During the 
war the Ministry acted through a system of voluntary negotiated contracts, but can 
now compel farmers to cultivate certain crops and can requisition uncultivated land. 
Special collectors have been appointed to requisition and redistribute available stocks. 
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The first step normally taken by Governments in the early stages 
of the transition from peace to war economy is to secure priority 
for contracts placed by them and then gradually to build up a general 
system of priorities for raw materials, machinery, labour, etc. Out 
of this system develop the specific controls of the various factors 
of production, certain of which are briefly considered below, and out 
of these specific controls the more far-reaching measures to ration- 
alize production and expand productive capacity. But there is no 
unique or uniform pattern of development. In one country or in one 
industry measures to expand capacity may be adopted long before 
any general or specific control of industry has been imposed. Indeed, 
in all countries, the need for expanding one type of equipment or 
another is likely to make itself felt at a very early stage. 

Under the Second Four Year Plan, the German Government took 
measures to rationalize and to contract the distributive and retail 
trade with a view to releasing man power, and simultaneously to 
reduce the number of small industrial establishments. The concen- 
tration of industry was promoted, and the Ministry of Economic 
Affairs was authorized by a decree of September 5th, 1939, to require 
firms to combine for the purpose of rationalizing production, of 
erecting new plants, closing down old ones, etc. Accordingly, num- 
erous factories have been designed as “War Plants’’ and placed under 
military control, while others have been closed down.^ 

In Great Britain at the beginning of the war, the transfer of re- 
sources was achieved through voluntary and indirect means, and 
through the control of raw-material imports. Later, the labour con- 
trols and, above all, the “Limitation of Supplies Orders” introduced 
in April 1940 were the chief instruments in restricting activity 
in the consumption goods industries. In March 1941 a policy of 
industrial concentration was announced. In order to free workers 
needed for the defence effort and to make available factory and 
storage space, production is to be concentrated in “nucleus firms” 
in each branch of the consumption goods industries, which would 
thus be able to work full or nearly full time. It is expected that this 
scheme will release between 500,000 and 750,000 workers for war 
purposes.* 

1 A levy has been placed upon plants still in operation to serve for the maintenance 
of closed plants and their reopening after the war. 

2 The plan of concentration provides for a collaboration between the Government 
and each industry affected. The Board of Trade will indicate the degree of concen- 
tration desired and may suggest the procedure for attaining it. The control details 
are to be determined through conferences between the Industrial and Export Coun- 
cils. the Ministry of Labour, the Limitation of Supplies Department of the Board 
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Similar measures have been taken in Japan in certain industries, 
such as cotton manufacture and coal mining. 

Control of Plant and Equipment, 

A number of countries, including Canada and the United King- 
dom, have prohibited the introduction of new models of automobiles 
and other durable consumers’ goods so as to decrease the demand 
for machine tools and plants. A similar purpose is served by the 
standardization of consumers’ goods. In addition, prohibition of 
the manufacture or sale of a number of goods most directly competing 
for scarce resources and raw materials has been imposed. 

In Germany, the concentration of industry has tended to bring 
about a more rational and intensive use of the machinery and factory 
space. Even before the war, sale and purchase of machines were 
placed on a priority basis under the supervision of a special controller. 
In the United Kingdom regular censuses were taken of machines 
and machine tools, and clearing centres have been created to ensure 
that no essential tools remain idle. In January 1940 the voluntary 
priority system was superseded by a licensing system under the 
Ministry of Supply, and no machines or machine tools can be sold, 
bought or transported without previous permission. Indeed, one of 
the primary functions of the Production Council was to coordinate 
the work of the clearing centres and the machine tool censuses. In 
the United States the export of machine tools was made subject to 
license in July 1940, and after a period of voluntary priorities the 
sale of machine tools was placed under the control of the division of 
priorities of the Office of Production Management. Sale was pro- 
hibited to all but industries producing either for defence or for Great 
Britain. Surveys of existing plants and machinery have been under- 
taken and a “ceiling” placed on prices of used machine tools. 

of Trade, the Ministry of Supply, and representatives of the trade associations, 
employers and labour unions. 

The actual operation of the diflFerent industrial schemes is left largely to industry 
itself, but the nucleus in each industry must fulfill certain general conditions: 

( 1 ) It must provide for the complete closing down of non-protected firms. 

(2) It must supply financial compensation to firms closed down. 

(3) It must undertake the upkeep of closed plants, unless requisitioned by 
the Government. 

(4) It must provide for the production of goods for export previously under- 
taken by closed firms. 

(5) The arrangements dealing with the workers affected must be satisfactory. 
As regards the last point, the firms must satisfy the Board of Trade and the Min- 
istry of I^abour that the concentration, if possible, will be in an area not competing 
for labour with the war industries and that the labour released will be applicable 
for new employment, and if not, taken over by the reserved plant. 

The cotton industry was the first to be called for consultation. After consultation, 
a list was presented to the Board of Trade which approved iii spinning firms as a 
nucleus ; 61 were to close, while 229 were given further consideration. 
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While industrial concentration is both inevitably stimulated by 
the war and in certain countries has, as already noted, been directly 
promoted by Governments, considerable attention has been devoted, 
particularly in Great Britain and the United States, to means by 
which the smaller firm, while preserving its identity, may contribute 
most efficiently to the general war effort. Great Britain has applied 
two plans. The first is the “parent loan” scheme under which one firm 
acts for a group of firms and negotiates contracts with the Govern- 
ment. The second is the “embodiment plan” which was originally 
used by the Air Ministry but is now being extended to other fields. 
Under this plan the Government buys parts and accessories directly 
from one set of firms and supplies them to others at a later stage 
of production for assembly. In the United States a special Office for 
Small Business has been created within the Office of Production 
Management for the purpose of encouraging subcontracting to small 
enterprises; and in Germany the Ministry of Economics before the 
war instituted a system of local and national “Order Equalization 
Boards” operating through special “Order Houses” to facilitate 
subcontracting to small firms. 

Building Control. 

In Germany, building was placed under State control by the Second 
Four Year Plan. The building control had previously been indirect, 
resulting from the priorities of raw material, labour, etc. A special 
Building Control Office was set up li censing new constructi on; 
repairs and civil building activities were sev^ely Testncted ; in 
December 1939 an order prohibited the initiation of any construction 
which was not deemed essential by the Building Controller. 

In Great Britain curtailment of private and municipal building 
originally resulted from shortage of timber and building steel, even 
though at the outbreak of war subsidies for slum clearance and re- 
habilitation schemes were stopped. Further curtailment resulted 
from the raw material controls. In October 1940 a “Works and 
Buildings Priority Committee” was formed to license ai^control all 
civil buildings. Since then regulation has constantly'^rown, and the 
Ministry of Works and Buildings has been given power to coordinate 
and control all building activity for the duration of the war. The 
situation in the United States, on the other hand, has not so far 
involved a curtailment of civil construction. 

Simultaneously with the restriction of ordinary building activity, 
the direct control of essential construction has tended to become 
centralized. The expansion of plant to meet maximum requirements 
particularly in the heavy industries, much of which is not likely to 
yield a profit in peace conditions, presents obvious financial problems. 
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In the United States a number of different methods have been adopted 
to facilitate the expansion of the armament industry. In some cases 
the Government itself provides the plants to be operated by private 
management, particularly when the plant has no peace-time value ; in 
others, plant, etc., financed and run by the Defense Plant Corporation, 
a subsidiary to the Government’s Reconstruction Finance Corpora- 
tion, is leased to private manufacturers; in others, private construc- 
tion is encouraged under the ‘'Emergency Plant Facilities Contract’' 
by which the Government undertakes to reimburse the contractor in 
monthly installments over a period of five years. Finally, the cost 
of additions to existing plants for defence purposes can be amortized 
out of earnings over a five year period. 

In Great Britain, similarly, various measures have been adopted to 
expand essential production facilities, and in June 1941 plans for a 
large scale construction programme were announced to cover air- 
fields, war factories, defence works and emergency hospitals at an 
estimated yearly cost of £360 millions. 

In Germany, under the Second Four Year Plan, private firms 
were ordered to erect factories for specified purposes, financed directly 
through the state or through semi-voluntary or compulsory contribu- 
tions from industry itself. Concurrently, indirect methods encourag- 
ing expansion in desired directions, such as cheap credit, tax exemp- 
tions, etc., were adopted. Later, a special Government agency, the 
“Todt Organization,” was formed to repair transport and other 
essential facilities damaged by the war. 

Control of Raw Materials. 

In no field has the war wrought greater disturbance than in that 
of raw materials. Most countries have suffered from the disruption 
of international trade and the need for raw materials for armament 
purposes has enormously expanded. In no field, therefore, is state 
intervention more general or more far-rcaching. 

Germany, in building up her war machine, introduced a virtual 
monopoly of foreign trade. Foreign currency was allocated to im- 
porters according to priorities, preference being given to importers 
of “strategic” materials, and secondly to export industries, the 
maintenance of which was essential for the acquisition of fresh 
supplies of foreign exchange. To prevent the bidding up of domestic 
prices, controls for the rationing of raw materials had to be instituted 
to supplement the trade controls. At the outset such controls were 
exercised mostly through the several National Groups into which, as 
described above, industry was organized, and the central control was 
limited to imported raw materials. The Second Four Year Plan cen- 
tralized the control. At the outbreak of war the Government was in 
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a position to determine over the whole range of business what and 
how much should be produced ; each purchase of raw materials de- 
pended on the approval of one or more control organs. 

The changes in the system introduced at the outbreak of war were 
chiefly in administration and in the stringency of rationing. The 
control of available sup])lies was accompanied by measures to increase 
domestic production of raw materials, and in place of certain quasi- 
automatic methods of allocation, prescribing some percentage of the 
quantity used during a ‘'reference period,'* the allocation of raw 
materials was made dependent upon each particular order for the 
finished product. 

Germany’s most serious raw material deficiencies were in iron ore, 
tin and copper, oils and fats, textile fibres and leather. To expand 
low grade or substitute production was one of the chief tasks of the 
second Four Year Plan, and the Government sponsored vast new 
investments in these industries. The ‘Tierrnann Goering Werke” for 
the extraction of iron from low grade domestic ores is l)Ut one ex- 
ample ; other companies were formed or expanded for the production 
of oil, rubber, rayon, staple fibre, etc. This direct Government inter- 
vention in production — as opposed to the initial control of distri- 
bution through a regulation of demand — has given birth to a sup- 
plementary, and partly competing form of control. The growth of 
vast public or semi-public holding companies, along vertical lines, 
including the ownership and management of the sources of raw 
materials in addition to manufacturing plant, short-circuits the rigid 
system of bureaucratic control imposed upon private industry. 

In addition to the stimulation of production, measures have been 
adopted everywhere to eliminate waste and to salvage scrap ma- 
terials. Under the Four Year Plan a “Fight Against Waste” cam- 
paign introduced a compulsory collection of iron and metal scrap, 
rags, rubber, etc. The programme extended to every field where 
the promise of gain exceeded the expected cost of collection. 

Before the war, and more particularly during 1938 and early 
1939, Germany piled up stocks of essential materials such as natural 
rubber, oil and certain metals. As her military dominion was extended 
to one country after another, fresh supplies became available. 

The methods used in incorporating the occupied areas into the 
German system of war economy exhibit two phases of policy. Im- 
mediately after the miltary occupation of a territory, the policy 
aimed at the rapid absorption by the Reich of available stocks of 
raw materials and food, munitions and war materials, new and used 
rubber tires, as well as of consumption goods such as clothing, foot- 
wear, and even furniture in houses from which the occupants were 
absent. The methods employed in carrying out this transfer varied 
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from ostensible purchase to outright confiscation and requisitioning. 
Producers and dealers were obliged to declare stocks of all raw ma- 
terials and machinery, semi-manufactured articles, etc. Goods be- 
longing to the Government or Government-controlled industries 
were regarded as war booty pure and simple and sent to Germany. 
The rest were considered an integral part of the German war re- 
sources and disposed of in various ways. Frequently they were 
acquired through formal purchases so arranged that the occupied 
areas themselves supplied the necessary purchasing power. Fre- 
quently also they were acquired without purchase. 

The second phase of policy aims at an integration of the productive 
resources of the occupied areas into the German war economy. In 
the areas which have been formally incorporated into the Reich (Aus- 
tria, the Sudetenland, Western Poland, Danzig, Alsace and Lor- 
raine, Luxemburg, Eupen and Malmedy) the German system of 
control appears to have been applied with certain modifications, but 
little is to be added to what has been said above about Germany 
proiXT. In the Protectorate of Bohemia and Moravia, and to a less 
degree in Holland, Belgium and occupied France, direct German 
controls have been instituted, while maintaining in varying degree 
the semblance of a separate national economy. 

While the use of scarce materials for domestic civil purposes has 
been severely curtailed or stopped, Germany has placed large orders 
for both consumption goods and armaments in the occupied areas. 
In meeting these orders local stocks of raw materials, not previously 
transferred to Germany, are used in the first instance; when they 
arc exhausted, and if domestic production is inadequate, Germany 
supplies the required material. At the same time steps have been taken 
in the occupied areas to increase the production of materials — coal, 
iron, etc. — of importance to the German economy, and to collect 
waste materials. The manner in which trade is conducted between 
Germany and the occupied areas is described in Chapter VIII. 

France imposed export and import controls over raw materials 
early during the war. Preference was given to imports for military, 
export and civilian industry in the above order. Control over each 
resource or category of commodity was vested in one Minister; 
subject to military priorities, rationing of raw materials was handled 
by groupements — ^generally voluntary combinations of producers 
and merchants under official supervision. In view, however, of large 
domestic supplies of materials, a relatively favourable foreign trade 
position, and the limited extent of industrial expansion, practices 
remained more liberal than in other belligerent nations until after 
the invasion, when the situation was radically changed. 
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In the United Kingdom steps to accumulate reserve stocks of 
raw materials had been taken under the Essential Commodities Re- 
serve Act of 1938, and certain purchases of foodstuffs, cotton, pe- 
troleum, aluminium, nickel and fertilizers had been effected. Although 
the First Emergency Powers (Defence) Act granted wide powers of 
control at the outbreak of war, they were applied gradually and a 
more centralized system came into being only after the passage 
of the Second Emergency Powers (Defence) Act in May 1940. 

The first controls related to imported materials. A system of 
licensing was instituted under the Ministry of Supply under which 
priorities were established. Somewhat later in 1939 the system was 
managed through controllers who dealt with both the trade in various 
classes of goods, and the allocation of priorities to industry. By the 
spring of 1940 the most important commodities had been brought 
under control. From then on, the powers of the Ministry of Supply 
w'ere strengthened, the competence of the Boards of Control extend- 
ed, and further materials regulated until practically all commodities 
became subject to control. A general priorities scheme was drawn 
up, the order of priority being vital war industries, export industries 
and industries catering for domestic consumption.^ Measures were 
taken to collect waste material, especially scrap iron and non-ferrous 
metals. In connection with the plan for concentration of industry 
discussed above, the system has become further centralized, and the 
administration of controls rendered more stringent. 

Measures to stimulate domestic raw material production have been 
largely indirect ; a system of subsidized production prevails for cer- 
tain materials, but control was largely vested in various trades asso- 
ciations, and only recently have more direct means of control been 
used to increase the output of vital commodities, such as coal. 

The United Kingdom has concluded a number of important agree- 
ments with certain primary producing countries under which she 
has effected large-scale purchases of essential raw materials from 
them, such as wool from Australia, New Zealand and South Africa, 
copper from Rhodesia and the Belgian Congo, jute from India, etc. 
The British purchase schemes, covering foodstuffs as well as raw 
materials, are referred to in Chapters VI and VIII. 

In the British Dominions, and more particularly in Canada and 
Australia, the war effort has necessitated controls of raw materials, 
though less complete and drastic than in the mother country. Canada, 
while having a highly developed industry, is still an exporter of raw 

1 In the spring of 1941, steps appear to have been taken to replace the priority 
system by a system of allocation, under which materials were to be apportioned in 
accordance with each contract or order for the finished product. (Cf. The Times, 
May 2ist, 1941.) 
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materials and foodstuffs. Her problem, therefore, has a dual aspect ; 
to supply the necessary export of raw materials to the United King- 
dom and at the same time meet the needs of her own expanding war 
industry. The latter task is complicated by her dependence on other 
countries for certain raw materials. 

After enacting control of foreign exchange and foreign trade, 
therefore, a domestic control over the use of raw materials was intro- 
duced, centralized under the Department of Munitions and Supply 
through the Wartime Industries Control Board. Special controllers 
supervise the distribution and use of important raw materials. 

In the United States measures during the first year of war did not 
involve any direct control of raw materials, but aimed at assuring 
supplies. By the Act to “Expedite the Strengthening of the National 
Defense” of July 2nd, 1940, export and import of essential materials 
were made subject to a licensing procedure, and the list of such 
materials has been gradually extended. But before this, steps had 
been taken to create certain reserve stocks. The procurement division 
of the Treasury Department was authorized in the summer of 1939 
to purchase and store strategic materials, and somewhat later the 
Secretary of Agriculture was authorized to exchange surplus com- 
modities for strategic materials. Under an Act of June 25th, 1940, 
the Reconstruction Finance Corporation was empowered to create 
special commodity reserve companies for the purpose of acquiring 
and stocking strategic materials.^ Knally, steps have been taken to 
encourage increased domestic production of strategic raw materials 
and to foster production of raw materials in Latin American coun- 
tries. However, following the expansion and acceleration of the 
defence programme, scarcities of some materials developed, and on 
January 7th, 1941, the Office of Production Management was granted 
powers to control and ration raw materials, and at the same time a 
priorities division was created within this office. 

During the spring of 1941 the system of voluntary or requested 
priorities was superseded by a system of obligatory priorities. Alumi- 
nium was the first material to be subjected to the compulsory sy^ein ; 
but a growing list of materials is being put on the same footing — 
copper, aluminium scrap, magnesium, nickel, steel, zinc, certain 
alloys, etc. 

Regulation of Labour 

The purpose of labour control is to increase the total labour 
supply — depleted through the mobilization of the armed forces — and 
to transfer workers from unessential to essential occupations. This 
task is not merely quantitative. Modern production requires skills 

* Under this Act, Rubber and Metal Reserve Companies have been set up. 
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in different proportions, and the war industries generally demand a 
high proportion of skilled labour.^ In consequence it is useful to 
consider control of labour under the following headings: (i) 
“stretching’’ of the total labour supply; (2) prevention of labour 
disputes; (3) distribution, “dilution” and transfer of labour; and 
(4) vocational training. 

Stretching of the Total Labour Supply. 

The labour supply can be increased, for instance, by lengthening 
average hours worked, extending the use of female and juvenile 
workers, reemploying pensioned and over-age workers and employing 
war prisoners and foreign workers. 

Most belligerent nations have set aside the regulations governing 
the length of the ordinary working week and overtime. At the out- 
break of war Germany removed all restrictions on working hours of 
adult males and extended hours for all other categories ; but on De- 
cember 1 2th, 1939, average working hours were limited to eight and 
daily working hours to ten or twelve. Special permission had to be 
secured for hours exceeding twelve a day for adult males and ten 
for women and juvenile workers. Holidays, which had been abol- 
ished, were restored and night work for women, except in the muni- 
tion industry, was again abolished. In Italy, the 40 hour week was 
suspended in November 1939 and replaced by a 57 hour week. The 
transfer of skilled workers to Germany has necessitated extension 
of hours up to 72 a week in some industries. Many holidays have 
been suspended. In Japan no legal limits of work for adult male 
workers existed at the outbreak of the Chinese war, and actual 
working hours were so greatly extended as to lead to decreased 
productivity; in March 1939 the Government limited working hours 
in the defence industries to 12 a day.^ In France, the 40 hour week 
had been virtually abandoned in November I 938 > spring 

of 1939 maximum hours in the defence industries were raised to 
60 a week. At the outbreak of war this limit was extended to apply 
to all industries, and in some cases hours were extended to a maximum 
of 72 a week. 

1 For this reason, military conscription has tended to become highly selective, 
exempting from military service persons in “reserved occupations” or essential war 
industries. 

2 In Great Britain the Minister of Labour and National Service in the summer of 
1040 appealed for a 7 day week of 12 hours per day to meet the emergency. Numer- 
ous exemptions were granted to the Factory ^ Acts limiting the employment of 
women and children. In addition, a number of holidays were suspended. Subsequently, 
in view of the danger of very long hours decreasing the efficiency if continued over a 
protracted period, the Minister of Labour and National Service suggested a working 
week of 55-6 hours as most conducive to maximum efficiency. Policy, however, 
remained flexible and factory inspectors visited each establishment requesting regu- 
lation of hours on the merits of each case. 
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In Canada, legal limits on hours of work have been extended in 
several of the Provinces, and in November 1940 the Minister of 
Labour announced that it would be necessary to increase average 
weekly hours from 44 to 48 or more. In the United States, employers 
in defence industries have been urged to adopt a 160 hour, 4 shift 
working week ; and the Office of Production Management has recom- 
mended that workers in these industries voluntarily forego vacations 
in return for bonus compensation. 

With the growing demand for labour the reserve of women, young 
persons and persons above the retirement age, not usually gainfully 
employed, has been widely drawn upon. In such countries as Germany 
where labour was scarce before the war, liberal use has been made 
of sues measures.^ In the United Kingdom, on the other hand, where 
a considerable reserve of unemployed labour was available, similar 
measures were introduced more gradually, the first definite plans for 
an appreciable increase of women workers in industry being made 
during the autumn of 1940.^ 

Germany has made extensive use of prisoners of war and other 
forced labour, and it has been estimated that foreign labour (includ- 
ing prisoners of war) amounted to about 10% of labour employed 
at the beginning of 1941.* In the United Kingdom during the early 
months of the war friendly aliens were invited to register at local 
employment offices. To meet linguistic and other difficulties, an Inter- 
national Labour Branch was set up in the Ministry of Labour and 
National Service in August 1940 to facilitate the employment of these 
aliens. In the United States, firms have voluntarily raised the maxi- 
mum age for hiring workers in certain skilled trades. 

Distribution and Transfer of Labour, 

In Germany, through the creation of the German Labour Front, 
the Labour Trustees and other measures introduced in 1933 and 

1 The number of women employed in German industry in the first part of 1941 
was 800,000 greater than at the outbreak of war. The workers reaching retirement 
age are not permitted to retire, if in good health. Regulations have recently been 
issued permitting the employment of invalids, aged people, and pensioners not already 
at work, wherever there are special jobs they can perform. 

2 However, an important agreement for an extended admission of women into the 
engineering industry was concluded in the spring of 1940* and women’s auxiliary 
organizations attached to each of the fighting forces perform non-combatant services, 
and the Women’s Land Army renders assistance in agriculture. 

® A considerable part of the civilian labour thus transferred to Germany is to a 
greater or less degree forced labour. Unemployed persons in Poland are forced to 
register and arc directly conscripted at nominal wages ; in Belgium and the Nether- 
lands labour was deprived of unemployment benefits and so forced to accept employ- 
ment in the Reich. In addition the labour supply in Germany has been increased by 
the transfer of persons of German blood from other countries. The total of trans- 
ferred persons including children has been estimated at approximately 500,000. 
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I934> State assumed a complete control over wages and conditions 
of labour. The workers were left free to change occupations, but as 
the unemployed labour reserve decreased, labour scarcities developed 
and employers started to bid up wages. ^ The State, through the system 
of employment exchanges and the “labour books” introduced in 1935, 
had a practical monopoly of the labour supply, and the control of 
this system became vested in the Chief of the Second Four Year 
Plan, who was in a position to ration the supply of the free labour. 
In order to transfer labour from one employment to another, addi- 
tional powers were granted to conscript labour in 1938, and extended 
in February and March 1939.^ Thus, a system of centralized and 
direct control of labour was in being before the war, and was gradu- 
ally extended and reinforced as the war progressed.® 

This system has been extended to occupied countries, where forced 
labour has been introduced and special measures taken to compel 
agricultural and skilled labourers to leave their homes and accept 
work in Germany. Systems of state compulsion similar to the German 
obtain in Italy. 

The United Kingdom entered the war with a considerable reserve 
of unemployed labour, though there was a lack of certain categories 
of skilled labour. There was therefore no immediate need for labour 
rationing or any essential modification of peace-time practices. In spite 
of the passage in September 1939 of the Control of Employment 
Act which aimed at preventing excessive wage increases and labour 
turnover, the system of free collective bargaining and wage fixation 
was left intact. However, to obtain information about the number 
and location of each type of labour, the National Registration Act 
of September 5th, 1939, required all persons to register, giving age, 

1 This problem has recently arisen in Canada and the United States. On October 
3rd, 1940, the Canadian Minister of Labour urged employers to refrain from 
enticing workers away from each other by bidding up wages. The practice continued, 
however, and on November 7th any employer found guilty of the practice was made 
liable to a $500 fine. In December 1940. a general limit was placed on the wage 
increases. In the United States on March i8th, 1941, the Under Secretary of War 
warned employers that labour “piracy cannot be tolerated” and pleaded with them 
to discontinue such methods. 

2 Semi-conscription of workers in certain occupations, such as agriculture, has 
been in operation since 1934. These general powers of conscription of labour should 
not be confused with the German Labour Service. Every young German must join 
the labour corps between leaving school and his military service. 

8 Conscription has been extended to include women registered at Labour Ex- 
changes between 15 and 70 years of age, and boys and girls upon leaving school 
are required to register at employment exchanges. No worker can leave his position 
or be discharged without the consent of labour exchange authorities. 
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sex, occupation, etc. The general act was coupled with appeals to 
skilled labour to volunteer for defence industries.^ 

An important step towards direct control was taken by the Under- 
takings (Restriction Engagement) Order of June Sth, 1940, which 
provides that workers employed in engineering, building, agriculture 
and coal mining must be hired through the public employment ex- 
changes. Workers normally engaged in coal mining and agriculture 
may not be engaged in any other industry unless sent by an Employ- 
ment Exchange. The Emergency Powers (Defence) Act of May 
1940 gave the Government the power to conscript labour. The first 
application of the power of compulsory conscription was in January 
1941, when all persons between 16 and 60 were made subject to 
conscription for use in combating incendiary bombs. In general, the 
voluntary response to the needs of the State has been on such a scale 
that a more extensive application of these powers has so far not 
been necessary. 

In January 1941 it was decided to register workers for drafting 
into war production. Employers in certain occupations are forbidden 
to discharge workers, and workers to leave work without the consent 
of a National Service Office. One purpose of the plan was defined 
as the creation of a permanent, mobile labour force to perform urgent 
tasks such as repair work and loading and unloading of ships. 

On February 28th, 1941, workers with not less than a year’s ex- 
perience in shipbuilding in the last 15 years were ordered to register 
for national service. On March 9th, 1941, the Minister of Labour 
appealed for 50,000 more men and also for 100,000 women to 
volunteer for work in war industries; on March i6th, 1941, he an- 
nounced plans for the compulsory mobilization of noncombatant men 
and women. The first groups required to register are men between 
41 and 45 and women of 20 and 21 years of age. One purpose of 
this plan is to release young men for service in the armed forces and 
replace them by older workers. The measures for the concentration 
of industry, discussed above, are also intended to free labour in the 
consumption goods industries for the essential war industries. The 
Essential Work Order of March 5th, 1941, grants further powers of 
control ; it forbids workers to leave work and employers to discharge 
them without the consent of the Ministry of Labour. On the other 
hand, it guarantees the workers a minimum weekly wage. This 
measure has been applied to certain vital industries such as coal- 
mining, shipbuilding, the iron and steel trades, etc. 

1 Thus, in October 193Q an aRreement was concluded between the Ministry of 
Labour and National Service, the National Council of Port Labour Employers and 
the Transport and General Workers Union to set up a mobile force of dock workers 
to be recruited by volunteers in each port and available for work in any congested 
port area. 
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The discussion of Government control of the British labour market 
would not be complete without some mention of the problem of 
“dilution/’ In a system of complete Government control the State 
determines not only how many but also what kind of workers estab- 
lishments can employ. In the United Kingdom the cooperation of 
labour itself was sought in order to modify practices and agreements 
regulating the proportion of skilled, semi-skilled, and unskilled labour 
in various industries. In September 1939 a first voluntary dilution 
agreement was tested in the engineering industry regarding the 
substitution of semi-skilled for some categories of skilled labour. 
A more general agreement in the spring of 1940 permitted a tempo- 
rary relaxation of the restrictions against use of women in industry.^ 
During the autumn of 1940 local commissions under the Ministry of 
Labour were set up to see that skilled labour was utilized to best 
advantage. 

Vocational Training. 

To expand the supply of skilled labour steps are generally intro- 
duced to extend vocational training. In Great Britain a large-scale 
system was organized in February 1940 when the Ministry of La- 
bour’s training centres for unemployed workers were made available 
for the training of 11,000 workers with an anticipated yearly turn- 
over of 40,000 workers. Since then the Government has pushed 
voluntary training on a constantly increasing scale. In Germany, 
under the auspices of the Labour Front, a wide network of training 
centres has been created ; by the end of 1940 it was reported that there 
were 200 training centres with 16,000 instructors. Similar steps have 
been introduced in other countries, although so far on a less systematic 
and extensive scale. In France, legislation for the training of young 
labour has been introduced since the armistice, particularly in the 
field of agriculture. In Japan, under the power of the General 
Mobilization Act of 1938, employers and technical schools were re- 
quired to introduce vocational training schemes for youths between 
14 and 17 years of age. In Australia in October 1940 the newly 
created Department of Labour was entrusted with the training and 
placing of available manpower as necessitated by wartime require- 
ments. 

Labour Disputes. 

Strikes and lock-outs entail at once a loss of working time and 
waste of plant capacity. Such stoppages, moreover, may entail inter- 

1 The Arbitration Tribunals record all departures from established trade customs 
and the unions have been assured of the ri^ht to restore former practices after 
the emergency. 
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ruption of vital supplies forcing restriction of output at later stages 
of production, causing a cumulative decrease in final output. A limita- 
tion, if not a complete elimination of labour disputes, has therefore its 
place in any scheme for stretching available labour supplies. 

In countries such as Germany and Italy, where even before the 
war wages and conditions of work were under State control, labour 
disputes are, of course, illegal. The authorities can effect compulsory 
transfers of workers from one place to another and have the power 
to compel workers to perform any particular jobs at prescribed rates 
of pay. In the German-occupied countries, to which these various 
forms of compulsion have been extended, labour disputes have been 
similarly outlawed. 

In countries where the organization of the labour market was based 
on free collective bargaining, the attitude of the Government to this 
problem has been widely different. Thus in the United King- 
dom the right of free bargaining was maintained at the outbreak of 
the war. In July 1940, an order was issued, known as the Conditions 
of Employment and National Arbitration Order 1940, under which 
strikes and lockouts are prohibited unless the dispute has been re- 
ported to the Minister of Labour and National Service and has not 
been referred by him for settlement within three weeks. A National 
Arbitration Tribunal was set up for the purpose of wSettling disputes 
which could not be settled otherwise. The tribunal consists of five 
members, three appointed by the Minister of Labour and two chosen 
for each case to represent workers and employers. A dispute is re- 
ferred by the Minister to this tribunal only if, in the industry con- 
cerned, there is no collective joint machinery of arbitration or concilia- 
tion, or if such machinery has failed to reach a settlement. The 
resulting agreements or awards are binding on the parties. Numerous 
wage increases have been granted under this procedure^ mainly as a 
result of the rise in the cost of living. Steps have been taken by the 
Government to keep down the rise in the cost of living.^ It may also 
be noted in this connection that social insurance benefits have been 
increased and extended to groups not previously covered.® 

The working of the British system has been officially summarized 
as follows : “Since the outbreak of war, the existing joint voluntary 
machinery for w^age negotiations has operated successfully. Increases 
in wage rates have been reasonable ; the authority of the unions in the 

1 The index of average weekly wages published by the London and Cambridge 
Economic Service rose by 18% between August 1939 and April 1941. 

2 Cf, Chaper IV. 

2 Furthermore, a Factory and Welfare Advisory Board has been established to 
consider questions of health and safety both inside and outside of the factory. The 
Chief Inspector of Factories has been empowered to require an employer to provide 
medical and welfare supervision and nursing services for his workers. 
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day-to-day adjustment of wages and conditions has been maintained ; 
the freedom of opportunity to make claims and to have them discussed 
has enabled industrial peace to be maintained.”^ 

Developments in the British Dominions have been broadly similar.* 
In the United States there has long existed machinery in the Depart- 
ment of Labor for voluntary arbitration. On March 19th, 1941, the 
President appointed a National Mediation Board designed to avert 
strikes in defence industries. The Board's jurisdiction begins when- 
ever the “Secretary of Labor certifies to it that a controversy (exclud- 
ing any dispute under the Railway Labor Act) cannot be adjusted 
by the Department of Labor’s conciliators.”® 

Regulation of Agriculture 

In the control of agriculture the present war has brought an in- 
tensification of measures which had been established in the pre-war 
decade. It is convenient to distinguish two main economic regions, 
the food exporting region {e.g.. South America, the British Do- 
minions) and the food importing region (chiefly Europe). The 
problems of the food exporters are dealt with in other chapters 
(especially in Chapters VI and VIII) and attention may therefore 
be given here to the “deficiency” areas. 

^ Cf. “Statement by H,M. Government on Price Stabilization and Industrial 
Policy.” The Times, July 23rd, 1941. 

2 Thus, in Canada, the Industrial Disputes Investigation Act of 1907, relating to 
coal mining and public utilities, was extended in November 1939 to cover all indus- 
tries engaged in defence work. Strikes and lockouts were declared illegal until a 
Government Conciliation Board could ascertain the facts; but the findings of the 
board were not binding. The act prescribed a thirty days notice of the desire to 
change existing working conditions. In December 1940 strikes and lockouts in all 
war industries were rendered illegal. Wage advances above 1926-9 levels were 
forbidden, but conciliation boards, composed of representatives of employers, 
workers, and the Government, may grant bonuses when the cost of living rises. 

In Australia, as a result of the^ National Security Act of 1939-40, additional 
powers were conferred upon the Minister of Labour and National Service and the 
Commonwealth Conciliation and Arbitration Court not only to facilitate the settle- 
ment of disputes but to prevent their occurrence. The Court is now empowered to 
arbitrate intra-state disputes and, to an increasing extent, to extend a ruling to 
units in an industry not involved in a given dispute. The Court and the Minister 
are also permitted to dispense with formal arbitration procedures and to review 
matters which, although involving no dispute at the present time, are likely to lead 
to industrial unrest or to menace national security. 

® In several instances the Government has ordered a resumption of work (where 
a strike existed) while negotiation continued. In cases where this order was ignored, 
the Government took over the plant. On June 9th, 1941, the Selective Service Ad- 
ministration notified local draft boards to “reconsider the classification of all regis- 
trants who have ceased to perform the jobs for which they were deferred.” An 
increasing number of industrial agreements also require notification of a desire to 
change conditions of work, provide for a “cooling off” period during which inter- 
ruption of work is forbidden, and prescribe arbitration procedures for the settlement 
of grievances. 
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In Great Britain, producers of hops, milk, potatoes, pigs and 
bacon had, since 1931, been organized into Marketing Boards. Im- 
mediately after the declaration of war the two most important 
boards (Milk and Potatoes) were absorbed into the Ministry of Food. 
Some change of policy is evident in consequence : whereas in peace- 
time the Marketing Boards tended to favour restrictive policies to 
keep up prices to producers, the emphasis was now placed upon the 
encouragement rather than the restriction of production. Thus the 
Potato Marketing Board has given up the penalty of £5 per acre 
previously imposed on farmers exceeding their allotted quota. 

Subsidies have also played a large part in the agricultural pro- 
gramme. Beginning with sugar-beet (1924) and wheat (1931), the 
system of subsidies and guaranteed prices had spread to milk, beef, 
sheep, oats and barley by 1939. Subsidies were also given for fertil- 
isers and an indirect subsidy wa?'‘gt«itcfff todaftdowners through a 
r^idtfction in local taxation. Just before the war the Government 
introduced a subsidy of £2 per acre for ploughing up old pastures. 
Farmers were urged to plough up 10% of their pasture. 

The regulation of prices has been so designed as to encourage 
production while subsidizing the prices paid by the consumer. Agri- 
cultural prices have in fact risen by about 40%. The Government has 
entered into the market, in some cases as the sole buyer {e.g,, wool), 
iin others pigs and cattle) as an important buyer. The retail 

[prices of bread, milk, meat and bacon have been kept down by sub- 
sidies at a cost of about £100 million a year. 

With a view to securing an adequate supply of labour, agricultural 
wages were raised from about 36 shillings a week to a minimum of 
48 shillings a week in the spring of 1940. Rules have been issued to 
prevent the farm worker moving into industry. Thus from June 1940 
farm workers may not be accepted for employment in other trades, 
and if they are in industry and become unemployed they must return 
to the land. Large numbers of women have been recruited for agri- 
cultural work. 

The supply and distribution of fertilisers and feeding stuffs has 
also been regulated to meet certain shortages and to keep up agri- 
cultural output. Stocks of fertilisers were accumulated before war 
started. Maximum prices were prescribed for super-phosphate of 
lime and compound fertilisers in November 1939. In August 1940 
purchases of potash salts were subjected to license and a single 
buying agency of importers and consumers was formed. Potash is 
the principal deficiency, as most of the world’s output is from German 
sources. However, potash does not seem to make a vital contribution 
to British agriculture, at least in the short run, as the experience 
of 1914-18 proved. 
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Supplies of feeding stuffs were first allocated to merchants on a 
quota basis, but in February 1941 rations of imported feeds were 
allotted to each head of stock, with additional rations for dairy cows. 
In March 1941 the use of home-grown wheat for feeding stock was 
forbidden. The increase in arable area, estimated at some 5 million 
acres by i94i,T5^xpecfed to contribute appreciably to the anKjyut-^^ 
feeding stuffs. Nevertheless, steps have been taken to cut down the 
numbers of livestock. On June 2nd, 1940, producers were ordered 
to reduce the number of pigs and poultry by a third by the autumn 
of 1940. Dairy herds, especially those of good quality, are to be 
maintained as far as possible, and, after them, beef cattle and sheep. 
Supplies of feeding stuffs are expected to be about 90% of normal for 
dairy herds and 75% of normal for cattle and sheep in 1941. 

In Germany the war measures affecting agriculture were simply a 
development of pre-existing arrangements made after 1933. The 
Reich Food Estate {Reichsndhrstand) has attempted to increase 
agricultural production by various means and so to make Germany 
more self-sufficient. This organization has had power to allocate land 
and resources to different purposes, and to compel farmers to deliver 
such parts of their output as may be fixed from time to time.^ Control 
is exercised largely through the “Entry Book'' {Hofkarte), recording 
all particulars relating to the farm, which each farmer must have. 

The drive for increased agricultural production has concentrated 
on the substitution of domestic for imported feeding stuffs and on 
the forcing of crop yields to high levels by the use of fertilisers." 
There has been much investment in land recl'aniatron, estimated at 
about 1,900,000 acres, but the rearmament programme removed 
about 2,225,000 acres from agriculture for roads, aerodromes, camps, 
fortifications, etc., so that there has been a net loss of land in cultiva- 
tion. Just before the war, however, this was more than covered by 
increased yields, partly due to favourable seasons and partly to the 
fertiliser programme. The development of synthetic nitrates has 
removed Germany's former dependence on Chilean saltpetre. Phos- 
phates are now the principal limiting factor, as these are virtually all 
imported. The use of phosphates shrank from 750,000 tons to 230,000 
tons from 1938-9 to 1940-1. 

' Even in Germany, it seems sometimes to have been difficult to make this type 
of control effective. In spite of an avowed stable price policy, the Government had 
to increase milk and butter prices in March 1940 in the hope of inducing farmers 
to retain less for their home consumption. 

2 Agricultural consumption of fertilisers has been as follows (in thousands of 
tons) : 


191.3 

1938 


Nitrates 

210 

700 


Phosphates Potash 

649 536 

750 1250 
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Agricultural labour is another important element in the German 
system of control. Even before 1939 there had been a considerable 
flight to the towns (about V/z million between 1933 and 1939) and 
the war withdrew still larger numbers. The self-sufficiency policy, 
by its emphasis on high yields, cover crops, etc., raised the labour 
requirements at the same time that rearmament and war lowered the 
labour supply. Mechanization is limited by the shortage of gasoline. 
As in England, non-agricultural establishments are prohibited from 
employing agricultural labour without consent of the employment 
exchanges, which may also compel agriculturalists in other occupa- 
tions to return to the farms. Other sources of labour have been re- 
cruited by the Labour Service. Prisoners of war have been used, 
some Italian workers, and some labour from occupied countries. 

The British blockade, as in 1914-18, has fallen with particular in- 
tensity upon the German livestock industry, dei^endent as it is on 
imports of feeding stuffs from overseas. The prohibition of the 
feeding of bread grains to livestock has also reacted adversely upon 
their numbers. The decline in livestock in its turn reacts unfavorably 
on the fertiliser situation. 

Much of the German system of control has been extended to the 
conquered countries. Strict rationing of food, fertilisers, and feeding 
stuffs has been introduced. Policy in other countries of the ‘Tood 
deficiency’’ group has in most cases followed similar lines. Thus 
Switzerland has adopted a plan for agricultural self-sufficiency 
(March 1941) providing for the cultivation of 12^,000 acres of 
grass land. Here again, the labour shortage is a severe one, and the 
Government may prevent farm workers from leaving the land, may 
compel unemployed workers to work on farms, and may transfer 
non-essential industrial workers to agriculture. In Spain, an Act of 
November 5th, 1940, compels farmers to expand cultivated area 
and production. Japan has had to regulate the production and con- 
sumption of fertilisers, and has attempted to meet her shortage of 
agricultural labour by transferring workers to particular regions, 
by encouraging cooperative labour and by making increasing use 
of women and children. 



CHAPTER III 


CONSUMPTION AND RATIONING 

Consumption in war conditions tends to be determined not by 
individual choice but by military and other Government needs. Over 
wide areas of the world, governments have introduced systems of 
direct or indirect control intended either to direct resources to war 
purposes or to assure equitable distribution of consumers’ goods and 
the satisfaction of minimum physiological requirements, or with both 
objects in view. 

In the present war, the regulation of consumption has a wider scope 
than rationing during the last war, which was primarily intended to 
secure an equitable distribution of scarce supplies. Today it constitutes 
an integral part of war economy. 

Indirect Restrictions 

One of the first measures introduced to restrict consumption was 
price discrimination intended to increase the relative prices of luxury 
or “non^ssential” goods, through new or steeply increased Customs 
tariffs, special sales taxes and so forth. Such measures were frequently 
introduced during the early phases of the war effort in belligerent 
countries, and gradually also in some non-belligerent countries as the 
effects of the war made themselves more seriously felt. Thus, Sweden 
has recently introduced high sales taxes, and similar measures are 
being considered in the United States, particularly in respect to dur- 
able consumers’ goods which most directly compete with the produce 
tion of armaments. The same purpose is served by prohibition of 
imports of specified goods, as in the United Kingdom and the British 
Dominions, or by the prohibition of manufacture, or even sale, of 
certain articles such as silk stockings, cosmetics, etc. 

Prohibition of sale is, however, less common than the more general 
restriction of the production of consumers’ goods discussed in the 
preceding chapter. Such restrictions have been applied not only to dur- 
able consumers’ goods but in some cases also to non-durable or semi- 
durable goods — particularly textiles. They were not infrequently 
introduced in order to prevent undue hoarding by private individuals, 
generally in preparation of the more stringent measure of direct 
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rationing.^ Thus, at the outset of war many countries limited the 
quantities of essential consumption goods — staple foods, petrol, soap, 
etc. — which could be bought at one time. These measures were made 
more stringent by obliging customers to register with a single retail 
shop and prohibiting sales to non-registered customers. France and 
Italy introduced “meatless*’ or “liquorless** days and other countries 
prohibited private motor traffic over the week-end. Restrictions were 
introduced too as to the number and composition of dishes which 
restaurants were permitted to serve at each meal. Most of these 
devices, while no doubt having some effect during a period of transi- 
tion, were open to misuse and evasion — they did little to assure tliat 
the poorer classes of the population obtained their share of the sup- 
plies. They have, in consequence, tended to be replaced either by direct 
rationing in the case of necessities, or by outright prohibition of man- 
ufacture or sale, or by a discriminating price policy in the case of 
luxuries. 

Amongst the indirect measures for regulating consumption may 
be mentioned also prescriptions relating to the quality of goods. A 
typical example in most European countries is the increase in the 
milling percentage of wheat into flour, the obligatory mixture of 
maize and other substitutes with wheat flour for baking, and the intro- 
duction of a “standard** bread. The sale of fresh bread has been for- 
bidden in some cases. Similarly, the addition of artificial fibre to 
wool and cotton has been made obligatory in a great number of 
countries. The State also frequently encourages the use of substitute 
materials, like canvas, wood and cork, in the manufacture of foot- 
wear. The same result is obtained indirectly through the allocation 
of raw materials. 

These policies relate mainly to the European continent, to the 
United Kingdom and to Japan. The situation in other countries, and 
in the United States in particular, is necessarily different. These 
countries produce on balance a surplus of foodstuffs, and such scarci- 
ties as have developed relate to durable goods. Such restriction on 
consumption as is being contemplated in the United States relates by 
and large to durable consumers* goods and to fuel and power, while in 
contrast to the belligerent or occupied countries, official policy, as a 
part of the national effort, is to encourage and increase the consump- 
tion particularly of protective foods. ^ 

^ On the other hand, Switzerland requested the public to lay in a two-month supply 
of certain important foodstuffs (mainly fats and cereals) at the beginning of the war, 
as a part of the general policy of increasing the nation's stocks of essential foods. This 
scheme was supplemented by arrangements between the government, importers and 
dealers to lay in reserve stocks. 

2 Cf. in this connection the proceedings of the “National Nutrition Conference for 
Defense," held in Washington, D.C., May 26th-28th, 1941. 
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Rationing 

Rationing schemes relate predominantly to food, although with the 
progress of the war they are being extended to cover other essential 
consumption goods. 

In studying the national systems of food rationing, certain general 
facts have to be kept in mind. First, although the basic rations apply 
to what is known as a “normal” consumer, modern rationing schemes 
tend to take into account the relative needs of different categories of 
consumers according to occupation, sex, age and health. In a general 
survey, main emphasis must necessarily be placed on the basic rations 
of a “normal consumer.” Average consumption, however, may differ 
within wide margins from these basic rations; and owing to the 
absence of figures on the number of persons in the various categories, 
no estimate of average consumption can be made. Moreover, the con- 
cept “normal consumer” varies widely from country to country; in 
some countries and for certain commodities average consumption is 
in consequence likely to be much closer to that of the normal consumer 
than in others. Thus women and children require less food, and in 
particular energy-giving food, than adult men. In consequence, if 
women and children are allowed “normal” rations, the consumption 
expressed in the equivalent of an adult male, or consumption unit, is 
higher than if women and children receive rations smaller than the 
“normal.” Thirdly, owing to the changes that are continually made 
in rations and gaps in the information, especially for the occupied 
areas, it is by no means easy to give a coherent picture even of the 
“riormal” rations in force at any given date. Finally, the food-habits 
and the quality of foods used differ so much from one country to 
another that it is often misleading to compare given rations inter- 
nationally. In spite of these and other difficulties, an attempt has been 
made to present in a uniform manner such information as it has been 
possible to collect from various sources.^ Rations have throughout 
been converted into grammes per week; for reasons of comparability 
the various foodstuffs have been brought together into a few main 
food groups within which substitution is generally possible. Where 
not otherwise indicated, rations relate to the beginning of 1941. 

The bulk of calorie requirements is obtained from bread or cereals. 
These foods also assume a particular importance because the absolute 
consumption of bread generally increases with falling income. Bread 
is not only the chief, but also one of the cheapest sources of calories, 
and as other sources of energy become dearer or more scarce, demand 
for bread increases. Quantities of bread which are ample in peace- 

1 The U.S. Department of Agriculture has generously put at the disposal of the 
Economic, Financial and Transit Department its documentation on wartime rationing. 
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time may be inadequate in wartime to satisfy the increased demand 
for calories resulting from the rationing, or scarcity of other foods. 

Bread, considered as “the staff of life’’ in the Western World, 
has been shown by studies on family consumption to serve normally 
as a ‘‘budget regulator” making up for quantitative deficiencies in 
other, more expensive foods. It is shown by experience that demand 
for bread increases when other foods are rationed and bread is left 
free.^ A ration on an apparently high level according to peacetime 
standards does not by itself prove tliat the ration is sufficient when 
measured in terms of the increased wartime demand. “ The availability 
of unrationed bread in a country, therefore, has a wider significance 
than is apparent at first sight.® 

Again, food habits differ from country to country; thus home 
baking is most cQmmou in the Scandinavian countries; ryiff'l^rrarl is 
nio^e” commonly consumed in Eastern and Northern Europe than 
elsewhere; macaroni takes, to a point, the place of bread in Italy. 
For this reason, flour and cereals have, insofar as possible, been 
converted into their equivalent of bread. Information as regards 
cereals is, however, less complete than for bread. Bread rations for 
a “normal consumer” in most European countries for which in- 
formation is available appear to fluctuate roughly between 2 and 
2.5 kgs. per week. Rations definitely below this level are found in 
Poland, Belgium, Spain and France. Bread is still unrationed in the 
United Kingdom, Switzerland and Italy; in the last two countries, 
however, macaroni and cereals, which constitute an important part 
of total consumption, arc rationed. 

Rations to the normal consumer, it should be noted, mean by them- 
selves relatively little; average consumption is affected by the common 
practice of granting extra rations to heavy workers and farmers, 
and by differences as regards children’s rations. 

While sugar consumption tends to increase with income, the 
nutritional value of this food is negligible except as a source of 
energy. But a greater number of calories can be produced from a 
given area under sugar than from any other staple crop. It is not 
surprising to find, therefore, that sugar rations vary greatly from 

1 Bread consumption in the United Kingdom increased from 2.1 kgs. to 2.5 kgs., or 
by nearly 20%, between igi5 and 1918. An increase of bread consumption during the 
last year is reported from the United Kingdom and Switzerland. 

2 The only rationing system at the present time which takes direct account of the 
function of bread as budget regulator is the Spanish; bread rations fall as incomes 
increase, forcing the higher income groups to use a higher proportion of the more 
expensive calories. Extra rations to heavy workers, indirectly, serves the same dis- 
criminatory purpose. 

3 A limitation of total bread consumption is obtained also if the price of bread is 
high in relation to the available purchasing power. Bread can serve as budget regu- 
lator only as long as its cost is low in relation to available purchasing power. 



Legal Ratiom of Certain Groups of Foods Early in 1941. (Grammes per week*) 

x: rationed, amount not known. Blank: indicates no information available. 
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FOOTNOTES TO TABLE I : 

♦One ounce = 28.35 grammes. * Weekly rations ; calculated on basis of 4.3 weeks per 
month. ** Equivalent in bread: (i kg. flour = 1.3 kg. bread). ® Equivalent in 
sugar : (i kg. jam = 0.5 kg. sugar). Extra rations for preserving have been evenly 
distributed over the year. ** As purchased, including bone, waste, etc., excluding 
poultry and game. ' Total fats : including butter, margarine, lard, vegetable oil, etc. 
' Scarce. * Substitute only. " Potatoes are rationed in Belgium, France and in the 
Netherlands ; the weekly rations per normal consumer are 3500 gr., 700 gr., and 
1500 gr., respectively. 

GREAT BRITAIN: 

^ Meat (including beef, veal, mutton and pork) is rationed on a value basis. Per- 
missible purchases were gradually decreased from 2sh.2d. in December 1940 to 
ish. in March 1941. The quantity of the ration thus differs according to the quality 
bought, but by way of illustration it may be mentioned that in early 1941 ish. 
bought I lb. of beef or 1.4 lb. of mutton. Certain meat products (such as sausages) 
are unrationed. - Small parts of fat unrationed. ® An increase of the cheese ration to 
about 60 gr. per w’eek and a simultaneous decrease of the butter ration is planned 
from June 30th, 1941. 

ITALY : 

^ Extra rations for heavy workers introduced in spring 1941. Bread later became 
rationed in certain regions. 2 Three-sevenths of ordinary supply, say about 100 gr. 
for a W’orking class family. No restrictions on mutton and goat meat. ^ Fat content 
legally reduced by 50%. Real coffee available only for army and hospitals. 

GERMANY: 

1 Including jam, converted at the official rate: instead of 600 or 700 gr. jam, 450 
gr. sugar may be obtained. 2 Meat rations reduced by 20% from June 2nd, 1941. 
3 Coffee substitutes ; occasionally part of ration convertible in small amount of 
coffee or tea. Cocoa (substitute) occasionally allotted to children. 

BELGIUM : ^ Heavy workers get extra rations for bread, meat and fats. 

DENMARK: ’ Fat content legally restricted to 20%. 

FRANCE : 

1 Bread rations in France have frequently been changed; in November 1940, 2450 
gr. per week; in January 1941, 2100 gr. ; in March, 1400 gr. ^ The meat ration has 
been reduced to 177 gr. in June 1941. 

HUNGARY: 

1 Two meatless days per week. 2 Fat ration in Budai>est : 240 gr. per person per 
week. 

NETHERLANDS: 

1 Previously ration for normal consumer had been 400 gr. per week, but this 
period was generally extended to 10 days; for May 1941, ration was set at 208-241 
gr. + 44 gr. poultry. 2 Ration for May 1941 : Infants and children get 3500-7000 gr. 
according to age. ^ Rations for May 1941. 

NORWAY : 

1 Meat unofficially rationed at about 600 gr. per week, but generally scarce and 
difficult to obtain. 2 Fat content legally restricted to 25%. 

POLAND : 

^ The situation with regard to meat is unclear, and widely different figures are 
rei)orted ; above, the highest and the lowest estimates are given. These figures pos- 
sibly refer to different categories of consumers. 

PROCTECTORATE : 1 Fat content of milk for sale reduced from 3.6% to 2.5% 

FINLAND: 

^ Rations reduced as from June ist, 1941 to 1820 gr. for normal consumer, 2760 
gr. for heavy, and 3900 gr. for very heavy, worker per week. 2 Including sirup. 

® Rationed by value : 30 F.Mk. at the end of 1940, 24 F.Mk. in March and 12 F.Mk. 
in June 1941. 24 F.Mk. bought alx)ut 150-300 gr. of meat, according to quality, in 
March. ■♦Included in fat ration. ® From June ist, 1941 : eggs may be purchased in- 
stead of meat (about 10 eggs instead of monthly meat ration). 

SPAIN : ^ Rations vary inversely with income groups. 

SWEDEN : 

1 Rations including cereals. Separate allowance for peas and beans. 2 Heavy 
workers and young persons between 7-18 get extra rations. ^ From April ist, 1941. 
Ration exclusive of bones. ^ Ration includes butter and margarine. ° Ration for 
cheese with fat content above 30% ; other cheese, unrationed. 

SWITZERLAND : 1 Flour rationed. 2 From May 1941 two meatless days per week. 

JAPAN : 1 60 gr. of sugar in rural areas, 90 gr. in cities. 
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country to country.* The list is topped by Denmark followed by 
Sweden with rations above 400 grammes per week. Rations between 
300 and 400 grammes are allowed in Germany and Belgium, of 
280 in the Netherlands and of 200 grammes in Norway. Rations 
in other countries are, throughout, low and sometimes negligible. 

Any comparison of meat rations is complicated by the number 
of items contained under this heading and differences in quality. 
This group is the chief source of animal proteins, and, to a lesser 
extent, of vitamins. Meat was still unrationed in the spring of this 
year in Denmark, Norway and Switzerland. Of rationed countries 
the largest amounts were allowed in Sweden, the United Kingdom 
and Germany, probably in this order, though the nominal meat 
rations are roughly the same, or about 500 grammes per week. 
The Netherlands and Belgium follow with rations of 400 and 350 
grammes, respectively, but consumers have not been able to obtain 
full rations. Rations of some 200/250 grammes are found in France 
and Finland, while allowances in I’oland and Spain would appear 
to be more or less nominal.^ 

Fish is generally exampt from rationing"* owing to the uneven 
supply and its highly perishable character. In most countries, how- 
ever, the catch of seafish has decreased and fish is scarce. Poultry 
and game are generally unrationed but difficult to obtain. Practice 
regarding sausages and other charcuteries varies widely. These pro- 
ducts are included in the German meat ration, and are unrationed in 
the United Kingdom. Another significant difference relates to bones 
and waste. Most European rations include a determined proportion 
of bones, but the Swedish ration, for instance, relates to pure meat. 
This factor alone introduces a margin of error in international com- 
parisons of as much as 20 to 30 per cent. 

Fats are the most concentrated source of calories available. The 
continent of Europe, on balance, is largely dependent on imports 
of feeding stuffs for its production of animal fats. Fats are the 
most generally, and the most severely, rationed of all foodsfuffs. 
Ag.iin, national habits of consumption differ. Olive and other 
vegetable oils are used predominantly in Southern Europe, while 
fat in Northern Europe takes the form of butter, margarine or lard. 
Most rationing systems maintain a relatively stable total ration, 

^ The habits with respect to consumption and making of jam, marmalade, etc., differ 
from one country to another. In order to get comparable figure.s it is necessary to 
convert jam, etc., into its equivalent in sugar. 1 he rations as given above include not 
only such equivalents but also, insofar as possible, extra sugar rations granted from 
time to time for home-preservation of fruit. 

2 Meat hardly enters into the normal diet of the people m Japan. 

» Plans for the introduction of a fish rationing in Norway during the spring of 1941 
have been announced. The normal fish consumption per head is exceptionally high in 
this country. 
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but show variations as to the kind of fats purchasable from month 
to month. Useful comparisons can be made only on the basis of 
total rations.^ The highest rations are found in Denmark amounting 
to 350 grammes per week, followed by Norway and Sweden. Rations 
varying between 250 and 300 grammes are permitted in Germany 
and the Netherlands; the rationed portion of fat in the United 
Kingdom is 230 grammes to which should be added unrationed 
but scarce vegetable fats. Very low rations obtain in Belgium, 
Poland, France, Italy and Spain. The allotments to special categories 
of consumers differ from one country to another, again making it 
impossible to compare average consumption. 

In view of the unique nutritional value of milk, and the necessity 
of this food for the healthy development of children, special interest 
attaches to its consumption. Milk is still nominally free in some 
countries: Denmark, the Netherlands, Norway, the United King- 
dom,* Sweden and Switzerland. But it is a relatively expensive food 
and consumption is, in any case, largely determined by the purchas- 
ing power among the great masses of people. 

On the other hand, in some countries normal consumers are per- 
mitted no full milk. This is the case, for instance, in Germany. 
France and Belgium. It is easy, however, to overestimate the effect 
of this prohibition on average consumption. Milk is consumed very 
largely by children, and the average wartime consumption of a 
family group is often maintained through the relatively liberal 
rations to children. 

Owing to the attempt of most countries to maintain essential 
supplies of liquid milk and, at the same time, to assure the greatest 
possible butter production, clieese tends to be scarce and its fat 
content in many countries reduced. Rations in most countries are 
low. Although eggs are sometimes unrationed they are mostly scarce 
or difficult to obtain. 

The import of coffee, tea and cocoa into the continent of Europe 
is practically cut off; the rations permitted, therefore, are either 
drawn from existing stocks or relate to substitutes. In all cases they 
arc small. 

The rationing of clothing presents special difficulties. Individual 
needs differ widely according to age, sex, occupation, and social 
position. Clothing is semi-durable in character, and the “need” for 

1 In considering these, it should be remembered also that when the supply of fat 
from other sources — in particular meat, cream, cheese and whole milk— has decreased, 
the decrease in total fat consumption is greater than indicated by the rationing of fat 
purchased as such. 

2 Plans have been announced for the introduction of milk rationing in the United 
Kingdom for the autumn or winter of 1941. Meanwhile, the domestic consumption of 
milk has been cut by one-seventh. 
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clothing depends inter alia on the individual's own supply. Within 
wide limits, existing supplies can be made to last longer, and tem- 
porarily bring down the need for new purchases far below the level 
that can be maintained in the long run. 

It is understandable, therefore, that rationing of clothing has 
been introduced gradually and hesitatingly. At the beginning of the 
war attempts to restrict consumption were generally confined to the 
indirect means discussed above and to rationing producers in textile 
raw materials. As stocks became exhausted, however, several coun- 
tries had to resort to rationing; Germany was the first, rationing, in 
addition to clothing and footwear, table and bed linen, rugs, curtains, 
etc. For most articles of clothing, Germany has a system of ration 
cards issued to men, women, and children under 15. 

Articles of clothing not covered by these cards, and various other 
articles such as bedding, footwear and leather goods generally, are 
subject to a system of buying permits (Besugsscheine). This sys- 
tem, indeed, applies to a very wide range of commodities, and 
especially to commodities produced from imported materials. Ap- 
plication has to be made to a special board or office for a permit to 
purchase a specific article. In order to obtain a permit the applicant 
has to show that he either does not possess the article in question, 
or that the article in his possession is worn beyond repair. If re- 
quested, he is obliged to turn over the worn-out goods in order 
to obtain the purchase permit. This system has been applied to some 
extent also in the occu])ied territories. A similar system, it may be 
noted, has long been practised in Soviet Russia. 

The German ration card for clothing contains a certain number 
of “points" (the cards issued in September 1940, for instance, had 150 
points) and has to last for a year. Each point has a certain value: 
a handkerchief counts i, a pair of stockings 4, a woman's dress 20, 
a man’s suit 60 points, etc. In view of the varying needs, and the 
great number of items involved, this system restricts total consump- 
tion while leaving a certain freedom of consumer's choice within 
this total. 

The limitation of the quantities that could be bought by each con- 
sumer tended to direct demand towards high quality goods, and 
particularly to woollen goods. In order to counteract this tendency, 
the value of the points in the purchase of low quality goods has 
been increased; thus while a woollen woman's dress is equal to 26 
“points," a rayon dress is only 10 “points." In some of the occupied 
areas textiles can only be obtained by special permit, while in others, 
such as Norway, Denmark, France and the Netherlands, rationing 
according to the point system is also applied. 
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The card rationing system has also been introduced in Finland, 
Switzerland and the United Kingdom. Rationing in the last coun- 
try covers clothing, cloth and footwear, but excludes secondary 
articles, such as hats, mending wool, thread and workers’ over-alls, 
as well as clothing for children of less than 4 years of age. The card 
contains 66 points and a man’s suit rates 26, a woman’s woollen 
dress 1 1 , etc. 

Petrol is scarce in all the belligerent or blockaded countries, and 
its use for civil consumption has everywhere been severely curtailed. 
Except in the United Kingdom, where owners of all licensed cars 
obtain a basic ration of petrol, the use of private motor vehicles 
has almost ceased owing to lack of liquid fuel. While in the early 
stages of the war resort was had to indirect measures, such as 
“l>etrol-less” week-ends, these measures proved insufficient, and 
direct rationing was introduced. Users are normally divided into 
classes and priority given to persons such as physicians performing 
essential social services. 

The continent of Europe is not self-sufficient in coal in normal 
times and the disruption of communications and the present-day 
demand on account of the heavy industries and the manufacture of 
substitute raw materials have led to serious shortages and conse- 
quential rationing. The most complete rationing system was intro- 
duced in Germany, where a point system similar to that for clothing 
was used; consideration was given to the number of rooms and 
persons per household, and the country was furthermore divided 
into three climatic zones. In order to avoid transportation difficulties 
householders are obliged to store i)art of the winter’s supply during 
the summer. With the organization of the Reich Coal Cooperative 
C'Reichkohlenvereinifjiuig'), the point system, but not the ration- 
ing, was abandoned. In F ranee, coal shortage is mainly due to trans- 
portation difficulties and rations differ from one part of the country 
to another. In Denmark, Norway and also in Sweden and Finland, 
coal imports have dropped drastically, and severe limitation has 
been imposed on the use of coal ; private consumers are encouraged 
to use wood for heating purposes. In Switzerland private consumers 
received about a (juarter of their normal consumption. The re- 
strictions on coal, gas and electricity in the United Kingdom, intro- 
duced at the beginning of the war, were suspended in December 
^ 939 - 

Direct regulation, and rationing, of hotising is for obvious reasons 
difficult to apply. The cessation of residential building, coupled with 
the destruction of houses particularly through aerial bombardment 
and forced or voluntary evacuation of the civil population from 
specially exposed areas, however, have in many cases caused local 
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shortages. This situation is met, on the one hand by rent control, 
and on the other, as in the United Kingdom, by obligatory or 
voluntary billeting of people in public institutions, schools, etc., or 
private homes. 

Scarcities have arisen for a number of miscellaneous goods in 
addition to the consumption goods already mentioned. Soap, for 
instance, as containing fat, is one of the consumption goods most 
commonly rationed.^ Tobacco is another commodity which has be- 
come scarce, and various measures for limiting demand and assuring 
a more equal distribution are applied. Cards are rarely used; com- 
monly the purpose is achieved by increases in price, by rationing of 
retailers and by limitation of the quantities which customers are 
permitted to purchase at one time. In Germany, travel has also been 
i:aLioi^ed, in the sense that special peftflfeSfioh has been required for 
undertaking longer railway journeys. 

The restriction on the production, import and sale of durable 
consumers’ goods, such as automobiles, bicycles, furniture, house- 
hold machines, etc., have been discussed above. In some cases, these 
measures, which indirectly restrict consumption, have been supple- 
mented by special rationing measures. Obviously, as it is impossible 
to ration this supply on a per capita basis for any definite period of 
time, this restriction of consumption is on an individual needs basis. 
In Germany, for instance, and many of the occupied areas the pur- 
chase and sale of most household goods is subject to special per- 
mission being obtained in each special case. 

Rationing and the Standard of Living 

It is difficult, if not impossible, to arrive at definite conclusions 
as to the extent to which these various measures affect the level 
and composition of consumption and thus the standards of living 
of the populations concerned. But certain tentative and preliminary 
conclusions regarding wartime consumption may, perhaps, be drawn. 

One primary purpose of limiting consumption during wartime, 
as pointed out above, is to keep down non-essential consumption, 
in order to free productive resources for war purposes. It would 
appear that in most countries rationing and parallel measures have 
drastically decreased the consumption of luxuries, of durable con- 
sumers’ goods, and also of clothing and of fuel, especially coal and 
gasoline. Housing has been less directly affected, except in the 
devastated and certain other areas. Cultural, educational and recrea- 
tional activities have of course been very greatly affected by the 
general limitation of purchasing power, the mobilization of men 

1 Rations are generally about loo grs. or less per month per person ; in some cases 
a standard soap has been introduced. 
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and women for national service, difficulties of travelling, and in 
belligerent countries by the whole war effort. On the other hand 
there has been an expansion of social services in some countries, in 
particular in the United Kingdom. 

The margin by which average food consumption could be reduced 
without seriously impairing health and efficiency is generally a 
narrow one; and the object of food rationing has been rather to 
assure a fair distribution of such supplies as were available or could 
be made available without undue risk, than to restrict consumption. 
The following figures for the United Kingdom based on official 
estimates are interesting in this connection, showing the percentage 
distribution of total consumption expenditure among the main 
groups of goods and services consumed in 1938 and 1940: 


Percentage of total consumers’ 
expenditure in 
1938 1940 


1. Food, drink and tobacco 41 46 

2. Rent, rates, fuel and light, household goods and domestic 

service 24 23 

3. Clothing and laundry 12 12 

4. Private motor vehicles 3 1 

5. Other travel 4 4 

6. Other goods and services 16 14 

Total 100 100 


To frame a comparative estimate of the real nutritional effects of 
food rations, even assuming them to be generally obtainable, is 
extremely difficult. Although it may be possible to compare individual 
items of diet from country to country or date to date, such com- 
parison does not permit definite conclusions as to the diet as a whole. 
Sound diets can be composed in many ways, and substitution between 
different foods is a matter of indifference, as long as the diet meets 
certain nutritional requirements. The restriction of one food tends 
to increase the consumption of others, and the effects of rationing 
are largely dependent upon the availability of substitutes to make 
up for decreases in rationed, or scarce, foods. As we have seen, the 
scope of rationing and hence its effect on the diet as a whole, varies 
greatly from one country to another. The greater the scope of non- 
rationed foods, and the greater the field of free consumers' choice, 
the more difficult it becomes to draw conclusions as to the effects of 
rationing. On the other hand when rationing tends to cover the 
whole, or almost the whole, of normal consumption, such conclusions 
are facilitated. Indeed, perhaps the most significant difference in 
the systems in force is between countries which have introduced a 
partial rationing, while leaving total consumption free, and countries 
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which by extending rationing attempt to determine not only the 
relative consumption of various classes of food but total con- 
sumption. 

Table II is intended to throw some light on this problem of food 
standards. Its immediate purpose is to compare the rations with 
normal consumption but it affords also a rough indication of present 
levels of consumption in at least some of the countries affected. 

The peacetime figures given in the table relate to “typical work- 
ing class families” as obtained from national family budget en- 
quiries for the period nearest to the outbreak of war.^ Unfortunately, 
similar data are not generally available for other social classes, but 
the importance of working class consumption makes this limitation 
less important than might appear at first sight. While the budget 
enquiries generally profess to relate to “typical” families composed 
of husband, wife and 2 or 3 young children, the families investigated 
nevertheless differ in composition and size, and in order to assure 
comparability they must be expressed in a uniform unit. The unit 
generally chosen is that of an “adult male” or “consumption unit.”^ 
In order to give comparable figures, therefore, wartime figures 
should also be expressed per “consumption unit” so as to give due 
weight to family consumption, as opposed to individual consumption. 
There exists no entirely satisfactory method for achieving this result 
and in consequence a double procedure has, insofar as possible, been 
adopted. In the columns for the early part of 1941 are given: (i) 
the rations in force per “normal consumer” expressed in kilo- 
grammes per annum; (2) the rations per consumption unit, calcu- 
lated from the total rations for a “typical” family composed of 
husband, wife, and 3 children aged 3, 6 and g. The composition of 
this family, though roughly corresponding to the “typical” family 
of most family budget enquiries obviously introduces an arbitrary 
element in the comparison, as different results would be obtained 
if a different composition were postulated. Moreover, it must be 
recalled in this connection that owing to the absorption of a large 
part of the male population by the armies the average family today 

1 For Germany, however, the 1927/28 enquiry has been used in preference to that 
of 1937/3S; the latter builds on a drastically reduced sample, and relates to a period 
which can scarcely be characterised as “normal.” 

2 The consumption unit is based on the calorie needs of persons of different age 
and sex, the needs of women and children being expressed as a fraction of that of an 
adult male. In order to obtain figures per consumption unit, the consumption of the 
family is divided by its equivalent number of consumption units. The scales adopted 
for converting family members into its equivalent number of consumption units differs 
from country to country. In Table II, therefore, the figures have been taken from 
a recent study by the International Labour Office in which consumption figures have 
been converted into consumption units according to the calorie scale proposed by 
the League of Nations. They will differ slightly, therefore, from those originally 
contained in most original enquiries. 



TABLE II 

Comparison of Food Consumption (in kgs. per year) per “consumption unit” in the Inter-War Period, and per 

normal consumer and per “consumption unit” in early 1941.* 









































TABLE II (continued) 

Comparison of Food Consumption (in kgs. per year) per “consumption unit” in the Inter-War Period, and per normal 
consumer and per “consumption unit” in early 1941.“ (Continued) 
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Footnotes: Sec following page. 
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FOOTNOTES TO TABLE II : 

For further information, cf. footnotes, Table I. * Inter- War-Period figures from the 
“International Survey of Recent Family Living Studies,” International Labour 
Review 1939, Vol. XXXIX, pp. 814 ff., except where otherwise indicated. The scale 
adopted in converting “family members” into “consumption units” is that of the 
League of Nations, except in the case of Italy. ** Jam apparently not rationed. ** Fish 
not rationed but generally scarce. ** Eggs generally scarce. 

GREAT BRITAIN : 

1 Figures from the 1937/38 family budget enquiry (Ministry of Labour Gazette, 
December 1940), converted into quantities per consumption unit. “Figures from 
E. M. H. Lloyd: “Food Supply and Consumption at Different Income Levels,” 
Journal of the Proceed, of the Agricult. Econ. Soc. Report of the Conference held 
in London, December 1935. Original figures for 1934 relate to per capita consump- 
tion of families with a weekly food expenditure of losh. These are converted into 
rough figures per consumption unit. ® Condensed milk. ^ Excluding boxed cheese. 
® Apples, oranges, bananas. ® Beef, mutton, veal and pork. The corresponding quan- 
tity of meat consumed in 1937/38 was, on the basis of the official budget enquiry 
quoted above, 34.9 kgs. per year per consumption unit. According to prices of meat 
in Oxford, March 1941, used by T. Schultz in “A ‘Human Need’ Diet in Wartime” 
(Institute of Statistics, Oxford Bull., April 1941, Vol. 3, No. 5), the yearly con- 
sumption of rationed meat per consumption unit (calculated as above) would 
roughly be about 40 kgs., whilst the corresponding figure per normal consumer can 
be calculated at about 33 kgs. In considering these figures, however, it should be 
noted that they exclude bacon, ham, sausages, etc., the consumption of which is 
large. Thus, according to the 1937/38 family budget enquiry, the yearly consump- 
tion of ham, bacon, etc., amounted to 10.9 kgs. per consumption unit. Pigmeat, how- 
ever, except bacon, is included in the meat ration, while bacon is rationed separately 
at 4 ounces per week or at 5.9 kgs. per year per normal consumer. According to 
T. Schultz, the possible weekly consumption of fish amounts to i pound — compared 
with pounds in peace time — ^per family of five. * T. Schultz estimates possible 
purchase of unrationed fats of pound per week per family of five, corresponding 
to a yearly consumption of 1.6 kgs. per consumption unit. 

ITALY: 

1 Inter-War-Period figures from : A. Niceforo and G. Galeotti : “Primi resultati 
deir inchiesta alimentare condotta in varie Provincie dTtalia,” Quardemi della 
nutrisione. May 1934, Vol. i, No. i. “ Butchers, retailers and consumers rationed 
to 3/7 of ordinary supply. Mutton and goat meat unrationed. 

GERMANY : 

1 Including jam, converted at the official rate : at 600 gr. or 700 gr. of jam = 450 
gr. of sugar. “ Including artificial honey for children ; converted at 100 gr. of honey 
= 75 gr. of sugar. 

NETHERLANDS : 

1 Rations for May 1941 ; infants and children receive 3500-7000 gr. per week. 

NORWAY: 

1 Unofficially rationed at about 600 gr. per week (31 kgs. a year). 

POLAND : 

1 The situation with regard to meat rationing is unclear ; and widely different 
figures are reported ; above, the highest and the lowest estimates are given. These 
figures possibly refer to different categories of consumers. 

FINLAND : 

1 Rations include cereals. “ Rations include sirup. Jam scarce. ® Rationed by 
value : varies from month to month. ^ Ration included in fat ration. ® Eggs may be 
purchased instead of meat. From June ist, 1941, about 10 eggs per month instead 
of meat ration. 

SWEDEN : 

1 Rations include cereals. “ Extra ration for young persons of 7-18 not included. 
® From April ist, 1941. Ration exclusive of bones. * Fat ration includes butter and 
margarine ; small separate allowances for other edible fats, as lard, olive oil, etc., 
are granted. Ration for cheese with a fat content above 30% ; other cheese, free. 

SWITZERLAND : 

1 From May 1941, two meatless days per week. 
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in Europe is frequently different from the typical pre-war family. 
Nevertheless, the two columns showing consumption per consumption 
unit are more comparable with each other than is the column show- 
ing consumption of the “normal consumer’’ with either of them. 
The difference between the two last columns illustrates the effects 
on the level of consumption of the system of allowing different 
rations to men, women and children. The consumption unit is a 
uniform measure, while the individuals of varying age composing 
a population are not uniform. The so-called “normal consumer” is 
the individual who receives the “normal” ration. None of these 
figures represents average consumption per head of population. 

It will be observed that one group of countries, including Ger- 
many, Belgium, the Netherlands, Poland, Finland, and France, has 
an almost complete rationing system in the sense that, at least in 
theory, the chief foodstuffs are subject to rationing, and that there 
are few unrationed articles of diet on which the normal consumer 
can fall back. In Germany and Finland, however, potatoes are 
unrationed. In contrast to this group of countries, the United King- 
dom and Italy both ration fats and meats and, to a lesser extent, 
milk and milk products, while leaving free cereals (in particu- 
lar bread), and, as almost everywhere, fruits and vegetables. 
Owing to the importance of bread as budget regulator, these systems 
leave the total caloric consumption, as well as the most important 
vegetable protective foods, free. 

In the Scandinavian countries bread, fats and (with the exception 
of Denmark) meat are subject to rationing, while milk and dairy 
products (with the exception of cheese in Sweden) are left un- 
rationed. While this, in theory, should facilitate a sound composi- 
tion of diet from a nutritional standpoint, the relatively high prices 
and limited supplies of the free products prevent them from being 
used to make up more than partially for shortages of calories caused 
by rationing of the staple foods. 

In order to obtain even a general idea of the effects of rationing 
on the actual diet, it is necessary to consider first the changes in the 
supply of calorics used, and, secondly, the general composition of 
diets and the availability of protective foods. 

In Germany the rations plus the unrationed foods would appear 
to allow of a consumption of calories not materially different from 
that of a working class family before the war. The diet is, however, 
as indicated below, much reduced in proteins, vitamins and other 
protective foods. The situation in Belgium and Poland is much more 
serious ; actual rations represent a very drastic reduction as compared 
with normal consumption. In view of the winter scarcities of fruit 
and vegetables in these countries, and the rationing of potatoes. 
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there wOvS very little possibility of making up for the decrease in 
rationed foods. Indeed, it would seem that the calorie content of 
rations, even if increased by the full amount of calories normally 
obtained from unrationed foods — an optimistic assumption — ^are 
not more than about half of the normal consumption, and are thus 
far below what is generally accepted as a physiological minimum. 
Moreover, the scanty rations would appear to be frequently un- 
obtainable. 

In France the legal rations afford a very inadequate basis for 
judging the real situation. A large proportion of the population is 
agricultural and can consume larger quantities of various foods than 
are available to the rationed urban population. Moreover, communi- 
cation between the occupied and unoccupied zones is rendered ex- 
tremely difficult and means of transporting food have been so gen- 
erally curtailed that there are very great local differences and serious 
local shortages. 

In Finland the situation would appear to have deteriorated rapidly 
during the first half of this year. The bread ration, as is indicated 
in a footnote to Table I, was reduced in June by 20% and is now 
only slightly higher than in Poland. In the Netherlands the bread 
rations are relatively high, but 10% of barley flour is now being 
mixed with the wheat. 

Both in Switzerland and the United Kingdom bread is unrationed, 
and special efforts are made to increase the domestic production of 
vegetables so as to compensate for the decrease in imports. In Italy, 
likewise, bread is theoretically free; it is doubtful, however, to 
what extent the level of consumption can be maintained in view of 
the poverty of the great mass of the people. Of the Scandinavian 
countries the calorie intake seems to have been seriously reduced 
only in Norway. The ample rations allowed in Sweden and Denmark 
at the beginning of this year have since been reduced, but remain 
superior to those in most European countries. 

An adequacy of calories is of vital importance, but in order to 
maintain health and efficiency the diet must contain, in addition to 
carbohydrates, suitable proportions of proteins and fats, vitamins 
and mineral salts, etc., elements contained mainly in the protective 
foods. The composition of the diet has, in fact, changed in most 
countries even more than its calorie content. But this very change in 
composition makes it difficult to judge the probable effects of the 
various rationing systems. 

Available evidence seems to indicate that the most serious de- 
ficiency in proteins is experienced in Poland and Belgium. The 
situation is probably somewhat less serious in France except in 
certain localities, and is clearly better in the Netherlands and prob- 
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ably also in those parts of Norway where fish are available for 
consumption. The decrease in protein rations in Germany clearly 
seems to be greater than in the United Kingdom where, moreover, 
the peacetime consumption was higher and certain meat products 
arc unrationed. Denmark, Sweden and Switzerland would appear 
to have best maintained the protein content of their diet. The situa- 
tion as regards fats would seem to resemble that for proteins. 

The intake of vitamins and mineral salts is determined mainly 
by the consumption of protective foods such as milk, eggs, fruits 
and vegetables. On the whole, supplies of milk for the domestic 
market have been relatively well maintained in the United Kingdom, 
Germany, the Scandinavian countries, Switzerland and the Nether- 
lands. Serious shortages, however, appear to have arisen in many 
of the occupied areas. But milk consumption varied very widely 
before the war from country to country. It was highest in Finland 
and remains high there although the winter ration involved a heavy 
reduction. In June, when the bread ration was reduced by 20% and 
the meat ration by over one-half, the milk ration was increased by a 
third. In Germany the normal consumer obtains no full milk at all, 
all available supplies being allotted to children, nursing and exi)ectant 
mothers, and invalids. Milk is perishable and serious local shortages 
have arisen in France where the consumption has always been low, 
and elsewhere in Europe owing to the shortage of petrol and general 
difficulties of transport. Transport difficulties naturally affect the 
distribution of vegetables in the same way. Almost all Euro|)ean 
countries have taken steps to increase the production of green veg- 
etables, which remain unrationed. The United Kingdom and the 
countries on the west coast of Europe and on the Mediterranean are 
clearly better placed to maintain supplies throughout the year than 
those with a continental climate. This fact must go far to determine 
the extent to which different areas have been able to avoid vitamin 
and mineral deficiencies. 

When considering the general effects of food shortages and of 
rationing it is necessary to bear in mind that the armies are not 
subject to civilian rations and normally receive substantially more 
than the civilian population. Consequently the average consumption 
per head of population, (luite apart from the fact that farmers and 
those engaged on heavy work often receive special rations, is higher 
than the figures considered would suggest. Furthermore, most 
rationing systems are so devised that the consumption by children 
is less reduced than is that by men in normal employment especially 
the consumi)tion of milk and such other protective foods as may be 
rationed. As men have been largely drawn from their homes into 
the army, the conseciuence is that the average consumption of the 
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members of the family remaining at home is probably rather better, 
when the rations can in fact be obtained, than Table II suggests. 

There is little evidence of widespread lack of energy-producing 
foods in Europe during the last winter except in Poland and Belgium, 
Spain, parts of France and Norway, and in Finland, where the 1940 
harvest was bad, an important agricultural district was lost, and 
overseas trade could only be conducted on a greatly reduced scale. 
These same countries, and especially Poland, would appear to have 
suffered most from insufficiency of vitamins and mineral salts, 
though some districts in France in which bread was short had fair 
supplies of milk, or citrous fruits or other protective foods. 

The European countries whose normal diet has been best main- 
tained during the period under review are Denmark, Sweden, Switz- 
erland and Portugal. 



CHAPTER IV 


PUBLIC FINANCE, MONEY AND PRICES 
Government Expenditure* 

Since 1939, total Government expenditure has increased four- 
fold in the United Kingdom, three-fold in Australia and Canada, 
twice or more than twice in Germany, Italy, France and Sweden; and 
not much less than twice in the United States, New Zealand, South 
Africa, Japan and the U.S.S.R. (See Table i. Column 5). These 
are the twelve countries shown in Table l where recent changes in gov- 
ernment finance are briefly illustrated. Similar rates of increase in 
Government expenditure have been observed in other countries in- 
cluding, for example, Belgium, Finland, the Netherlands and Switz- 
erland. 

It goes without saying that the expansion of Government ex- 
penditure has been due to defence or war expenditures. Non-military 
expenditure, as may be seen from Column 4 of Table i, has in most 
cases remained stationary. In a few cases it has even declined. Re- 
duction of non-military government expenditure has, indeed, been 
one of the possible ways of financing the rise in military expenditure. 
Thus, in 1940, the New Zealand Government announced its intention 
of reducing public works pari passu with the increase in war expendi- 
ture. Canada and the United States, in fact, achieved an appreciable 
net reduction in expenditure not related to war. On the whole, how- 
ever, the possibilities of financing war expenditure by curtailment of 
other government expenditure have been very limited. Reductions 
have been effected in certain items such as unemployment relief and 
public works. But these have often been more than offset by increases 
in administrative expenses due to the extension of Government con- 
trols in the transition to war economy. It is not always possible, in- 
deed, to make a sharp distinction between war and non-war expendi- 
ture, especially in countries with a highly organized and planned war 
economy. The administrative cost of price and production controls, 
for instance, though it may figure under non-military expenditure, 
may really be part of the cost of armament production. The rise in 

1 Unless otherwise indicated, terms such as “Government expenditure” or “Gov- 
ernment revenue” refer to the national, central or (in the case of a federal state) 
Federal Government, as distinct from provincial and similar local governments. 
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Table i — National Income and Government Finance 
(In millions of national currency units) 

(For notes see opposite page) 


Country 
Currency 
Fiscal Year 

Fiscal 

Years 

Nat. 

Inc. 

Government Expenditure 

Tax 

Receipts 

Incr. 

of 

Dom. 

Debt 

War 

Expen- 

diture 

%of 

Nat. 

Inc. 

Non-War 

Expen- 

diture 

Total 

United Kingdom 

1938/39 

4415 

400 

9 

668 

1068 

896 

135 

£ 

1939/40 

. . . 

1141 

. . . 

680 

1821 


652 

Apr. to Mar. 

1940/41 

5586 

3220 

57 

664 

3884 

1359 

2489 


1941/42 

... 

3500 

... 

707 

4207 

1759 

... 

Australia 

1938/39 

788 

14 

2 

84 

98 

74 

18 

fA 

1939/40 

863 

55 

6 

86 

141 

90 

47 

July to June 

1940/41 

... 

181 

... 

90 

.V/ 

126 

74 

Canada 

1938/39 

3837 

64 

2 

517 

581 

434 

86 

C.$ 

1939/40 

4040 

223 

5 

572 

795 

465 

403 

Apr. to Mar. 

1940/41 

4594 

1344 

28 

514 

1859 

776 

863 


1941/42 

... 

2300 

... 

468 

2768 

1364 

... 

New Zealand 

1938/39 

167 

3 

2 

43 

45 

32 

14 

£NZ 

1939/40 

. . « 

7 

. . . 

48 

55 

35 

18 

Apr. to Mar. 

1940/41 

200 

27 

14 

45 

72 

51 

26 


1941/42 

... 

70 

... 

42 

112 

52 

... 

South Africa 

1938/39 


2 


62 

64 

33 

16 

£SA 

1939/40 


2 


63 

65 

34 

8 

Apr. to Mar. 

1940/41 


60 


68 

128 

50 

53 


1941/42 


72 


59 

131 

52 

... 

U.S.S.R. 

1938 


27044 


96956 

124000 

(127500) 

... 

Roubles 

1939 


40885 


112215 

153100 

(jssm) 

. . . 

Jan. to Dec. 

1940 


57066 


115193 

173259 

(178080) 

11397 


1941 


70865 


144508 

215373 

(216161) 

... 

France 

1938 

250000 

27127 

12 

55424 

82551 

54258 

... 

Fr.F. 

1939 

• « • 

110974 

... 

74623 

185597 

63657 

. . . 

Jan. to Dec. 

1940 

... 

133400 

... 

79900 

213300 

... 

... 

Germany 

1938/39 

79700 

(27000) 

(34) 

(8000) 

(35000) 

17691 

11222 

RM 

1939/40 

95000 

(40000) 

(42) 

(10000) 

(50000) 

23447 

21240 

Apr. to Mar. 

1940/41 

100000 

(58000) 

(58) 

(12000) 

(70000) 

27205 

37709 

Italy 

1938/39 

90000 

13594 

15 

(26259) 

39853 

30592 

. . . 

Lire 

1939/40 

125000 

. . . 

. . . 

. . . 

60389 

32350 

... 

July to June 

1940/41 

... 

... 

... 

... 

96000 

29003 

... 

Japan 

1938/39 

19000 

6097 

32 

1987 

8084 

1876 

4588 

Yen 

1939/40 

24500 

6468 

26 

2484 

8952 

2239 

5563 

Apr. to Mar. 

1940/41 

... 

7764 

. . . 

3270 

11034 

3147 

7572 


1941/42 

... 

9130 

... 

4075 

13205 

3691 

... 

United States 

1938/39 

67500 

1162 

2 

7544 

8706 

5480 

3278 

U.S.$ 

1939/40 

71600 

1559 

2 

7439 

8998 

5656 

2528 

July to June 

1940/41 

79700 

6048 

7 

6662 

12710 

7760 

5994 


1941/42 

... 

15500 

... 

7169 

22669 

8795 

... 

Sweden 

1938/39 

10700 

282 

3 

1297 

1579 

1070 

203 

Kronor 

1939/40 

11500 

1057 

9 

. . . 

. . . 

1300 

991 

July to June 

1940/41 

... 

2055 

... 

1323 

3388 

1452 

1545 
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Notes to Table i — National Income and Government Finance. 

General. The figures in italics represent budget estimates. 

United Kingdom. The figures of national income refer to the calendar years 
1938 and 1940. Government expenditure does not include expenditure relating to 
self-balancing accounts such as the Post Office. 'I'lie estimates for the fiscal year 
1941/42 exclude the value of supplies received under the Lend-Lease Act. 

Australia. The figures relating to Government expenditure and taxation cover 
the Revenue and Loan Accounts. The figures concerning the increase in public debt 
include debt of the States which is managed by the Commonwealth. 

Canada. The figures of national income represent national income “produced” in 
the calendar years 1938, 1939 and 1940. Gk)vernment expenditure includes “Invest- 
ment” and “Repatriation.” The estimates for 1941/42 do not include “Investment,” 
but take account of the Dominion requirements in connection with the financing of 
the United Kingdom purchases in Canada, tentatively estimated at $8/900 millions. 
War expenditure includes also advances to Government corporations in connection 
with munitions and supplies, advances to the United Kingdom and allied governments, 
retirement of Canadian National Railway bonds in London, advances to the Foreign 
Exchange Control Board, and repatriation of sterling bonds. These items total as 
follows: in 1938/39, $26 millions; in 1939/40, $13 millions; in 1940/41, $432 millions. 

New Zealand. The data on Government expenditure and receipts cover the Con- 
solidated Fund, the Public Works and the War Expenditure Accounts. 

South Africa. Under expenditure are included both ordinary expenditure and 
loan expenditure on railways, forestry, other public works, etc. 

U.S.S.R. The figures of revenue include, in addition to taxation, receipts from 
other sources. 

France. The figures quoted do not cover the Amortization Fund and various 
Treasury accounts the operations of which arc not disclosed. The figures for 1940 
are ordinary budget estimates plus war credits. Occupation costs are not included. 
The data relating to Government receipts include other revenue in addition to tax 
receipts. Receipts for 1940 arc estimated to have amounted to 40,000 million francs. 
No figures for public debt are available, but it has been estimated that public debt 
increased by some 300,000 million francs during the last two years, excluding the 
costs of occupation. 

Germany. The figures refer to Germany including, since 1938, Austria and 
Sudetenland, but excluding occupied territories. The figures of national income 
relate to calendar years. Government expenditure is assumed to be equal to the 
total of tax receipts, increases in disclosed and undisclosed debt, administrative and 
miscellaneous receipts and contributions from provincial governments and munici- 
palities as from September 1939. 

Italy. The figures of national income relate to calendar years. The data relating 
to Government receipts include other revenue in addition to tax receipts. The figure 
for non- war expenditure in 1938/39 is an indirect estimate. 

Japan. The national income figures relate to calendar years. The figures relating 
to Government expenditure and receipts cover the general account and the tem- 
porary special war account with adjustments for transfers between the two accounts. 

U.S.A. The figures of national income are those of national income paid out. 
The figures for 1941/42 represent the budget estimates of August 15, 1941. 

Sweden. The figures of national income are those of national income produced 
in the calendar years 1938 and 1939. 
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apparent non-military expenditure in Japan seems to have been 
largely due to this extension of Grovernment control. 

Another element which has made it difficult to cut down total civil 
expenditure has been the rise in the interest burden of the public debt, 
even though that rise has been restrained by the relatively low level 
of interest rates at which Government borrowing has taken place. 
In the United Kingdom the interest service rose from £217 million 
in 1938/39 to £230 million in 1940/41, in the United States from 
$940 million in 1938/39 to $1070 million in 1940/41, and in Sweden 
during the same period from 91 million to loi million kronor. In 
Japan, the internal interest service is estimated at 900 million yen in 
1940, and in Germany at about 2,900 million marks in 1941/42.^ 

In the principal belligerent countries war expenditure has come 
to constitute by far the greater part of total expenditure. In the 
United Kingdom and Germany in 1940/41 the proportion was over 
80% ; in Japan it was 70%, and in Canada about 63%. Even in the 
United States, the ratio of defence to total expenditure was as high 
as 50% in the fiscal year 1940/41, rising considerably above 50% in 
the first half of 1941. 

As may be seen from the table, the rate of increase of war ex- 
penditure has been much greater in the United Kingdom than in 
Germany. From 1938/39 to 1940/41, war or defence expenditure 
increased about eight times in the United Kingdom, six times in the 
United States, and more than twenty times in Canada. There have 
been similar rates of increase in Australia, New Zealand and South 
Africa. In Germany, during the same period, war expenditure in- 
creased not much more than twice. Germany, of course, started from 
a considerably higher level than the other countries just mentioned. 
The same is true of Japan, where war expenditure appears to have 
risen by little more than a quarter from 1938/39 to 1940/41.^ 

The great acceleration in the rate of national defence expenditure 
in the United States calls for special attention. As may be seen from 
the accompanying diagram, the acceleration has been particularly 
marked since the atttumn of 1940. From May 1940 to May 1941, 
national defence expenditure rose more than five times, and its share 
in total expenditure increased from 24% in the former to 73% in the 
latter month. From March 1941, these figures include expenditures 
on supplies sent to the United Kingdom under the Lend-Lease Act. 

1 Frankfurter Zeitung, May 4th, 1941. 

2 In considering the rise in war expenditures, some allowance should be made for 
the rise in prices in the different countries; but it does not seem that this would 
greatly modify the general picture. Recent price movements are discussed later in 
this chapter. It will be pointed out that the official price indices, owing to the unequal 
incidence of price controls, etc., have become less suited for international comparisons. 
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Diagram i. 

United States: Federal 
Government Expenditure 
($ooo,ooo’s) 

A Total expenditure 
B National defense 
expenditure 



In countries where the cost of national defence has become the 
preponderant element in total Government expenditure, changes in 
the rate of defence or war expenditure are closely reflected in the 
movement of total Government receipts. The following table of quar- 
terly Government receipts from taxation and borrowing in the United 
Kingdom, the United States, Germany and Japan thus affords an indi- 
cation of the trend of expenditure. This indication is important in the 
case of Germany, where the amount of Government spending can 
only be indirectly estimated by adding up the Government receipts as 
published. 

To judge from these figures, German Government expenditure 
appears to have practically stopped increasing since the middle of 
1940. In Japan, the rate of increase seems to have slowed down. In 
the United Kingdom and the United States, there has been a con- 
siderable rise, particularly since the middle of 1940. The data would 
seem to suggest that in the first two of the countries just mentioned 
the war effort tended to approach certain definite limits, while in the 
last two there was ample scope for expansion. 

The figures given for Germany call for two qualifications, neither 
of which, however, affects the observations just made. In addition to 
borrowing and tax receipts, there are in Germany certain other 
sources of internal revenue, estimated to yield approximately 5,000 
million marks a year, of which the most important is a levy imposed 
in the autumn of 1939 on all provincial and local authorities. This 
levy, officially estimated to yield about 1,400 million marks a year, 
was to be financed wholly by economies in local administration, and 
was not to be passed on to the public through higher rates or charges. 
The general level of expenditure may, therefore, have been higher 
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than the total of borrowing and tax receipts; but after the levy 
had been introduced, the rate of German Government expenditure 
presumably moved roughly parallel with the sum of tax receipts and 
borrowings. 

Table 2 — Government Receipts from Taxation and Borrowing 

(National Currency Units, 000,000*s) 

A. Tax Receipts; B. Increase in Internal Debt ; C. Total. 


1939 1940 1941 



Mil 

IV-VI 

VIMX 

X-XII 

Mil 

IV-VI 

VIMX 

X-XII 

Mil 

IV-VI 

U.K. 

£ A 

428 

141 

185 

196 

495 

180 

252 

290 

637 

302 

B 

-132 

152 

176 

340 

127 

513 

658 

799 

518 

758 

C 

296 

293 

361 

536 

622 

693 

910 

1089 

1155 

1160 

U.S.A. 

$ A 

1411 

1234 

1395 

1235 

1631 

1395 

1594 

1539 

2441 

2186 

B 

558 

454 

419 

1084 

598 

428 

1105 

952 

1556 

2380 

C 

1969 

1688 

1814 

2319 

2229 

1823 

2699 

2491 

3997 

4566 

Germany 

RM A 

4690 

5221 

6179 

6335 

5840 

6067 

7351 

6987 

6795 

... 

B 

3494 

3669 

5243 

6112 

6216 

8081 

9484 

9799 

10259 

. . . 

C 

8184 

8890 

11422 

12447 

12056 

14148 

16835 

16786 

17054 

... 

Japan 

Yen A 

483 

363 

667 

581 

559 

432 

832 

... 

... 

... 

B 

1130 

1103 

1417 

1669 

1374 

1418 

1329 

... 

... 

... 

C 

1613 

1466 

2084 

2250 

1933 

1850 

2161 

. . . 

. . . 

. ■ . 


On the other hand, part of the increase in the German public debt 
as officially disclosed, and as shown above, may not have been used 
for current expenditure, but may have been offset by a reduction in 
the secret debt (estimated at some 13,000 million marks just before 
the war), which was piled up mainly during the three or four years 
prior to April 1938 in the form of “special bills’' {Sonderwechsel). 
These bills are known to have been renewable up to a maximum of 
five years. If, as there is reason to believe, the bills issued in 1935 
were redeemed in 1940, the level of Government expenditure in 1940 
may have been some 3,000 million marks lower than the data con- 
cerning Government receipts would suggest. 

In order to indicate the intensity of a country’s war effort, war or 
defence expenditure may be expressed as a percentage of the national 
income. This is done in Column 3 of Table i, showing clearly the 
growing share of defence expenditure in the national income in each 
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country. Comparison of these percentages as between different coun- 
tries, however, is subject to serious reservations. There are great dif- 
ferences in the way in which national income is defined and computed 
in the various countries. Differences exist also in the scope of the 
figures concerning war expenditure. Nevertheless such a comparison 
may be of interest for purposes of illustration and is given on a 
purely tentative basis in Table 3 below, covering the United King- 
dom, the United States, Germany and Japan for the twelve months 
ending March 31st, 1941. In order to make possible a rough com- 
parison of the absolute figures — again only for illustrative purposes 
— these are converted into U.S. dollars at the official rates of ex- 
change, except in the case of Germany, where approximate allowance 
is made for the artificial overvaluation of the reichsmark. 

If the percentage share of war expenditure in the national income 
is intended to reflect the proportion of the national output devoted to 
war purposes, then Governmertt expenditure on foreign supplies 
should be excluded. In the case of the United Kingdom, therefore, 
expenditure financed by the sale of foreign assets or by an increase 
in overseas liabilities is excluded. For the United States, on the other 
hand, an estimate of British Government expenditure in the United 
States is added to the United States’ own defence expenditure, so as 
to reflect more adequately the defence effort of the United States 
and its total output of 'Var goods.” Similar adjustments cannot be 
made for Germany and Japan ; but subject to qualifications noted be- 
low for Germany, one may assume that Government war expenditure 
in these countries represented in the main expenditure on domestic 
resources. 

According to these necessarily tentative calculations, Germany de- 
voted the largesft proportion — more than half — of national income 
to military ends. But, even though German Government expenditure 
in the period examined — unlike the British — was probably wholly do- 
mestic expenditure, it must be remembered that Germany received from 
other countries large amounts of goods and services without having to 
pay for them ; they were paid for by issues of German currency notes in 
occupied countries, by tributes and charges for occupation costs, by 
running up debts on clearing account, and other means. ^ The propor- 
tion of war expenditure to the national income in Germany could 
probably not have been as high as it was, had Germany not had the 
resources of other countries at her disposal. 

Moreover, it should be borne in mind that the requirements of war 
finance are not necessarily met entirely out of current income. The 
war effort may be financed in part by consumption of capital — by the 

^ See Chapter V. 
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Table j — National Income and War Expenditure in US. Dollars 


1940/41 (April 1940 to March 1941) 


Country 

Domestic 
National War 

Income Expend- 
iture 

(000,000,000’s) 

Col. 

(2) 

as% 

of(l) 

Popula- 

tion 

(000,000’s) 

National 
Income 
per head 

War 
Expend- 
iture 
per head 

Balance 
(Civilian 
consump. 
tion etc.) 
per head 


1 . 

2 . 

3. 

4. 

5. 

6 . 

7. 

U.S.A 

77.0 

5.4 

7 

131 

$588 

% 41 

$547 

U.K 

23.4 

10.1 

43 

48 

$488 

$211 

$277 

Germany . 

29.1 

16.6 

57 

80 

$364 

$207 

$157 

Japan . . . . 

6.1 

1.8 

30 

73 

$ 84 

$ 24 

$ 60 


Note to Table 3. The conversion rates used for the United Kingdom and Japan 
are the official rates of exchange ($4*035 to the pound and 4.3 yen to the dollar re- 
spectively). For Germany, a rate of 3.5 marks to the dollar, instead of the official 
rate of 2.5 marks, is taken as representing more nearly the “purchasing power par- 
ity.’* (In a report of the Reichskrcditgesellschaft, quoted in the Frankfurter Zeifung 
of February 6th, 1941, this “equilibrium rate*’ is placed even higher, namely at about 
4 marks to the dollar.) 

The yearly national income figures have been adjusted slightly to the period to 
which the table relates. The figures assumed for this period are: U.K.: £5,800 mil- 
lion; U.S.A. : $77»ooo million; Germany: 102,000 million marks; Japan: 26,000 
million yen. 

The figure assumed for domestic war expenditure in the United Kingdom is 
£2,500 million, about £700 million less than total war expenditure. The figure for 
the United States includes an estimated $1,300 million of foreign (mainly British) 
in addition to the national war expenditure. Owing chiefly to these adjustments, 
the percentages in Column 3 differ from those in Table i. 

depletion and attrition of commodity stocks and productive equip- 
ment. As will be seen in a later section of this chapter, dealing with 
the sources of Government borrowing, such capital consumption 
amounted in Germany in 1940 to approximately 12,000 million 
marks, equal to nearly 20% of the estimated war expenditure or to 
about 12% of the national income. 

Since the general level of wealth as reflected in income per head 
(Column 5 of the table) is very unequal in the different countries, 
the percentage share of war expenditure in the national income is not 
an adequate measure of the intensity of a country’s war effort. The 
wealthier country can obviously devote a higher proportion of its 
current output to the war effort without having to lower its standard 
of civilian consumption (roughly indicated by Column 7) to as low 
a level as the poorer country. The higher a country’s income per head, 
the larger is the margin available for war-making. 
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The economic limits to a country’s war effort appear clearly in the 
case of Japan as shown in the table. Japan has been at war continu- 
ously since the middle of 1937 ; she has had time to organize her war 
economy to the limit of her capaci'ty ; and yet in 1940/41 she was not 
able to extract much more than a quarter of her national income for 
war purposes.^ In a relatively poor country, obviously the margin 
between total production and the subsistence minimum of consump- 
tion is narrow. 

In conclusion, it may be remarked once more that war expenditure 
has been rising more rapidly in the United Kingdom and in the United 
States than in the other two countries, so that figures covering a 
twelve-month period are less useful for the former than for the 
latter countries. Thus in the United States, where the trend of 
national income can be judged from monthly data on income pay- 
ments, national defence (including lend-leasc) expenditure in May 
1941 was equal to 12% of the national income, as compared with the 
7% shown in the table for the twelve months from April 1940 to 
March 1941. 

Taxation 

Recent trends in taxation are illustrated in Table 4, showing the 
main groups of tax revenue in ten representative countries for the 
last three fiscal years. 

In practically all countries, the taxes which have furnished the 
largest additional revenue since 1939 various income taxes 

on individuals and corporations, defence taxes based on income, and 
excess profits taxes. Income tax receipts are much influenced, though 
usually with a lag, by variations in economic activity and prices. Thus 
the figures for 1938/39 were in most cases influenced by the business 
recession of 1937/38. In several countries, including the United 
Kingdom, France, the Netherlands and Japan, collection at source 
has recently been extended to wages and salaries, and the lag in 
assessment and collection has, in consequence, been considerably 
reduced. 

The burden of income taxation has been increased by changes in 
the scale of rates, by reductions in personal allowances and exemption 
limits, and by the creation of new and more or less separate taxes. In 
the United Kingdom, the standard rate of income tax has been 
raised by successive stages to to/- in the pound, as compared with 

^ It is possible that the table understates the Japanese war effort. Armament pro- 
duction in Japan has been financed to some extent by “private” capital issues. Thus 
the amount of non-Government bonds outstanding increased by 2,215 million yen 
(equal to about $500 million) during 1940. But even if the whole of this sum were 
added to the amount shown as war expenditure, the position would not be essen- 
tially different. 
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Table 4 — Government Tax Revenue 
(In millions of national currency units. Figures in italics represent 


Country 

United Kingdom: (£) 

Income Tax and Surtax 

National Defence Contribution . 

Excess Profits Tax 

Estate Duties 

Stamp Duties 

Motor Vehicle Duties 

Excise 

Customs 

Miscellaneous 

Total 


Australia: (£A) 
Income Tax. . 
Land Tax. . . . 
Estate Duty . . 

Sales Tax 

Excise 

Customs 

Miscellaneous . 
Total. . . . 


Canada: (C$) 

Income tax on Individuals and 

Corporations 

Tax on Dividends and Interest 

National Defence Tax 

Excess Profits Tax 

Succession Duties 

Sales Tax 

Excise 

Customs and Other Taxes on Imports 
Total 

New Zealand: (£NZ) 

Consolid* and War Exp- Accounts: . . 

Income Tax 

National Security Tax 

Land Tax 

Stamp and Death Duties 

Highway Taxes 

Sales Tax 

Customs and Excise 

Total 


Union or South Africa; (£SA) 

Income Tax 

Mines Contribution 

Excess Profits Duty 

Stamp and Death Duties. . . 

Excise 

Customs 

Miscellaneous 

Total 


1938/39 

1939/40 

1940/41 

1941/4 

Fiscal years: April to March 


398 

460 

600 

836 

22 

27 

24 

72 

\zio 

77 

78 

81 

82 

21 

17 

14 

14 

36 

34 

38 

39 

114 

138 

224 

267 

226 

262 

305 

311 

2 

1 

1 

1 

896 

1017 

1359 

1759 

Fiscal years: July to June 


12 

16 

39 

... 

2 

2 

4 

• • • 

2 

2 

2 

. . . 

9 

12 

19 

... 

16 

31 

19 

35 

}53 

... 

2 

4 

4 

... 

74 

90 

126 

... 

Fiscal years: April to March 


132 

123 

207 

390 

10 

11 

13 

43 

— 


28 

110 

— 

— 

24 

180 

— 

— 

— 

10 

122 

137 

181 

204 

75 

88 

129 

209 

95 

106 

194 

219 

434 

465 

776 

1364 

Fiscal years: April to March 


9 

12 

18 

18 

— 

— 

6 

10 

1 

1 

1 

1 

3 

4 

5 

5 

3 

3 

2 

2 

4 

4 

6 

5 

12 

11 

12 

11 

32 

35 

51 

52 

Fiscal years: April to March 


17 

18 

26 

26 

— 

— 

S 

5 

— 

— 

2 

3 

3 

3 

2 

2 

3 

3 

4 

5 

9 

9 

10 

10 

1 

1 

I 

1 

33 

34 

50 

52 
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Table 4 — Government Tax Revenue {continued) 

(In millions of national currency units. Fipfures in italics represent 
budgetary estimates) 


Country 

Germany: (RM) 

Income tax 

Corporation Tax 

Misc., Property and Transactions . . . 

Turnover Tax 

Consumption Duties 

Customs 

Total 

Japan: (Yen) 

Income Tax 

Emergency Profits Tax 

Other Income, Property and Transac- 
tions 

Excise and Misc. Duties 

Customs Duties 

Total 

United States: ($) 

Income Taxes 

Social Security Taxes 

Other Internal Taxes 

Customs 

Total 

Sweden: (Kr.) 

Income and Property Tax 

Defence Tax 

War Profits Tax 

Stamp & Death Duties 

Motor Vehicle Duties 

Turnover Tax 

Duties on Spirits, Wines, Tobacco . . . 

Duties on Gasoline 

Customs 

Total 

Argentine: (Peso) 

Income Tax 

Land Tax 

Stamp Duties 

Sales Tax 

Excise (Unified Taxes) 

Customs 

Miscellaneous 

Total 


1938/39 1939/40 

1940/41 

1941/42 

Fiscal years: 

April to March 


5352 

8200 

10600 

• • • 

2408 

3214 

3476 

• • • 

1937 

2200 

2200 

■ • . 

3357 

3733 

3929 

* • • 

2819 

1818 

|6100 

7000 

... 

17691 

23447 

27205 

30000 

Fiscal years: 

April 

to March 


733 

889 

1200 

... 

186 

371 

557 

... 

298 

349 

193 


493 

482 

1038 

... 

166 

148 

159 

... 

1876 

2239 

3147 

3691 

Fiscal years: 

July to June 


2189 

2125 

3470 

4510 

740 

838 

925 

961 

2232 

2345 

2973 

3029 

319 

348 

392 

295 

5480 

5656 

7760 

8795 

Fiscal years: July to June 


362 

355 

455 

477 


160 

265 

275 


— 

20 

50 

69 

64 

55 

55 

131 

127 

20 

18 




80 

200 

268 

350 

392 

380 

33 

36 

40 

40 

207 

208 

125 

130 

1070 

1300 

1452 

1625 

Fiscal years: January to December 

134 

139 

145 


43 

48 

47 


64 

64 

64 


41 

44 

45 


238 

252 

248 


377 

321 

276 


36 

42 

37 


933 

910 

862 



5/6d. A lowering of the exemption limit in April 1941 to fioo 
brought two million more persons under the income tax. The reduc- 
tions in personal and earned income allowances made under the 
1941/42 budget, estimated to bring in £125 million a year, were part 




— 90 


of a plan of compulsory savings. It was provided that the additional 
amount of tax paid on account of these reductions will be refunded to 
the taxpayer after the war. 

In the British Dominions, the yield of the income tax has also 
been increased through revisions of rates and allowances. In addition, 
Canada has introduced a National Defence Tax with a lower exemp- 
tion limit ($600 a year) but at milder rates (5-77^0 than the income 
tax (which, with a basic rate of 15%, starts at $750 a year) ; and 
New Zealand has adopted a National Security Tax of i/- in the 
pound with no personal or family exemption, but with provision for 
increased family benefits under the Social Security Act. 

In the United States, personal exemptions for Federal Income Tax 
were lowered in 1940 by one-fifth, and a defence tax equal to 10% 
of the income tax was imposed on incomes earned in 1940. 

In Germany, the only important change w'as the 50% increase 
made in September 1939 in the scale of rates for incomes over 2,400 
marks a year. 

In Sweden, the increase in income taxation was eflfected through 
a separate tax, the Defence Tax. The Swiss Federal Government was 
authorized to levy a special Defence Tax on incomes, which was 
largely a continuation of the pre-existing Emergency Tax. In France, 
a special 15% tax was imposed in the autumn of 1939 on incomes 
of men ndt serving under the colours. 

Italy, on entering the war, increased the income tax rates by from 
25 to 100%, and introduced a special tax of 2% on salaries and 
wages up to 720 lire per month. The income tax was further raised 
at the end of 1940. 

In the Netherlands, during the second half of 1940, the dividends 
tax was replaced by a tax on all (not only distributed) corporate 
profits, and various changes were made in the income tax, rendering 
the scale more progressive and revising the basic allowances. 

In Japan, a general reform of taxation was carried out in 1940. 
Taxation of individual incomes was recast into six ‘‘classified taxes’^ 
related to the various sources of income and a “composite tax’’ on 
total income, and a corporation tax was introduced, based on profits 
and capital. 

In the Argentine and Peru, action was taken in 1941 to offset the 
decline in Customs revenue through increased taxation of income. 

Apart from the Japanese and Netherlands corporation taxes just 
mentioned, excess profits taxes, affecting usually corporate and indi- 
vidual enterprises alike, have been introduced in a number of coun- 
tries, including the United Kingdom, the British Dominions, India, 
the United States, Italy and Sweden. Normal or standard profits 
have been determined on the basis of average earnings in previous 
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years or, as in the case of the United States and Italy, on the basis 
of the ratio of profits to capital, at the option of the taxpayer. In the 
United Kingdom, there are two alternative taxes : the National Defence 
Contribution adopted in 1937 and the war-time Excess Profits Duty. 
In some cases, as in Canada, the amount of tax paid must not fall 
below a certain percentage of tdtal profits. The rate of tax is gen- 
erally high, amounting in Sweden, for instance, to 80% and in 
Canada to 75 % excess profits. In the United Kingdom, the rate 
was fixed at 100%. It was observed, however, that this left no 
inducement to the entrepreneur to effect economies or to resist cost 
increases. In April 1941, therefore, one-fifth of the tax was made 
refundable after the war. 

As may be seen from Table 4, excess profits and similar taxes 
have in most cases accounted for a relatively small share of total tax 
revenue. Profits have generally been checked by various direct con- 
trols, in particular by the control of prices. 

Property taxes in some cases, as in the Netherlands and the Scan- 
dinavian countries, are linked to the income tax, and have been 
automatically increased with the latter. In Switzerland, an emergency 
tax on property was adopted to meet part of the cost of mobilization. 
In Italy, a general property tax was introduced in the spring of 1940 
as a permanent feature of the fiscal system at a rate of ^ % and with 
an exemption limit of 10,000 lire. In Finland, a capital levy or emer- 
gency property tax was voted in 1940 to compensate refugees from 
the territories ceded to the U.S.S.R. The tax was levied at rates 
varying from 2j/2% on property values exceeding 4,000 marks (or 
about $80) to 20% on properties exceeding 4,000,000 marks. 

The decline in the yield of stamp duties which, as shown in Table 4, 
has taken place in the United Kingdom, Sweden and the Union of 
South Africa, has been due largely to the fall in the volume of Stock 
Exchange transactions. 

Under the name of sales, turnover or purchase taxes, general taxes 
on commodity transactions have been extensively used in recent years. 
Such taxes have been introduced in the United Kingdom, Sweden, 
Switzerland, Denmark and Finland. In countries where they existed 
before, as in Norway, Canada, Australia and New Zealand, rates 
have been increased. As in the case of excise duties on specific com- 
modities, the purpose of these taxes has frequently been to check 
civilian demand and to liberate resources for war production. The more 
they have achieved in this respect, the less has naturally been their 
yield; direct curtailment of demand through rationing and other 
means has further tended to limit the yield of these taxes. 

Nevertheless, sales taxes and excise duties have in many countries 
made substantial contributions to the increase in total revenue as may 
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be seen from Table 4. In Canada, for instance, their yield rose from 
$197 million in 1938/39 to $310 million in 1940/41. In the United 
Kingdom, excise receipts increased from £114 million in 1938/39 to 
£224 million in 1940/41. The latter figure includes the yield of the 
purchase tax introduced in October 1940. This tax is more onerous 
than similar taxes elsewhere, but ft does not cover necessities. It 
affects chiefly manufactured consumers’ goods, and discriminates 
sharply between luxuries and articles of current use, the former being 
taxed at 24% and the latter at 12%. In the British Dominions 
new sales or excise duties have been imposed on various goods and 
services such as motor cars, tyres, travel tickets, entertainments, cos- 
metics, betting, etc. — the main object being frequently to check 
demand. In Germany, special ‘'war supplements” were added to the 
consumption duties in September 1939, and these supplements alone 
yielded 1,600 million marks in 1940/41, or about 5% of total tax 
revenue. 

Customs revenue has shown very different tendencies in different 
countries, depending on import values and on the nature of the tariff. 
The rise of Customs receipts in the United Kingdom, for instance, 
has been due to the high level of impor’ts, coupled with the fact that 
the British import duties are mostly ad valorem. Of the countries 
included in Table 4, the Argentine, Japan and Sweden show a decline 
in Customs revenue. In Sweden, Switzerland, France and other coun- 
tries, certain duties have been reduced in order to counteract the rise 
in prices or to encourage the building up of stocks of imported 
commodities. 

In conclusion, a marked tendency towards centralization may be 
noted, affecting the division of fiscal powers between national and 
local governments. In Japan, after the fiscal reform of 1940, local 
authorities were no longer permitted to impose surtaxes on the basis 
of the national taxes ; local taxes were collected by the central Gov- 
ernment, and a share of the revenue of the central Government was 
distributed to the local authorities under a system of grants. A simi- 
lar arrangement was made in the Netherlands in the latter part of 
1940. In France, the business license tax collected on behalf of the 
communes and departments was abolished early in 1940, the local 
authorities being granted a share in the proceeds of a new turnover 
tax. 

In Canada, the report of the Sirois-Rowell Committee concerning 
the apportionment of certain taxes and expenditures between the 
Dominion and the provincial governments was discussed at a con- 
ference in January, 1941, but was not unanimously approved by the 
provincial governments. The Dominion, however, making use of its 
constitutional powers, adopted in its budget for 1941/42 provisions 
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similar to those recommended in the report : the Dominion Income 
Tax was increased and a Dominion Succession or Estate Duty was 
introduced; the provinces were requested not to collect income tax, 
and were offered a grant equivalent to their previous revenue from 
that source. 


Government Borrowing 

The increase in the burden of taxation has nowhere been sufficient 
to meet national defence or war requirements. Government borrow- 
ing has taken place on a vastly increased scale. Some countries indeed 
have come to rely predominantly on borrowing. In the United King- 
dom, Germany and Japan, as was shown in Table i above, the 
increase in the public debt in 1941/42 was considerably greater than 
the yield of taxation, in the United Kingdom nearly twice, in Japan 
more than twice as great. Quarterly figures showing the growing 
importance of borrowing in certain countries were given in Table 2 
in this chapter. A further table to illustrate the course of Government 
borrowing is given below (Table 5) showing the internal public debt 
of ten countries in the early part of 1939 and the changes which took 
place in it in the two succeeding fiscal years ( 1939/40 and 1940/41 ).^ 

War-time borrowing started in the different countries at widely 
different levels. The relative size of the public debt may be roughly 
gauged by comparing it with the national income.^ In the United 
Kingdom, internal Government debt outstanding on March 31, 1939 
exceeded the yearly national income by over 50%. In Germany, on 
the other hand, the debt was equal to less than half of the national 
income, even if allowance is made for the secre't debt estimated at 
approximately 13,000 million marks. In Sweden, internal debt out- 
standing was equal to about a quarter of the annual national income. 
Tlie proportionate increase in the public debt has been particularly 
high in countries where its pre-war size was relatively low. In 
Sweden the national debt practically doubled between June 1939 and 
June 1941. In Germany, the disclosed internal debt in March 1941 
was as much as three times larger than two years before. In the 
United Kingdom, on the other hand, the percentage rise during the 
two years was less than 50%. 

The table shows roughly how the increase in debt has been divided 
between long and short-term borrowing. In Sweden and the United 
States, the increase in 1940/41, in contrast to the preceding year, 

1 The table is confined to internal debt. Recent changes in foreign debt have been 
insignificant, except for certain parts of the British Commonwealth (Canada, South 
Africa, India) which have redeemed part of their sterling debt held in the United 
Kingdom. (See Chapter V.) 

2 For estimates of national income, see Table i. 
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Table 5 — Changes in Internal Public Debt 
A: Total internal debt; B: Long- and medium-term debt; C: Short-term debt 

(In millions of national currency units) 


Country 

Outstanding 

Debt at 

Start of 

Fiscal Year 
1939/40 or 1939 

Increase 

During 

Fiscal Year 
1939/40 
or 1939 

Increase 

During 

Fiscal Year 
1940/41 
or 1940 

United Kingdom (£) 

(31.111.1939) 

(1.IV.39-31.III.40) 

(l.IV.40-31.ni.41) 

A 

7247 

+ 652 

+2489 

B 

6327 

-h 83 

+ 1165 

C 

920 

+ 569 

+1324 

Australia (£A)^ 

(30.VI.39) 

(1.VII.39.30.VI.40) 

(1.VII.40-30.VI.41) 

A 

704 

+ 47 

+ 74 

B 

643 

+ 46 

+ 61 

C 

61 

+ 1 

+ 13 

Canada (C $)“ 

(31.III.1939) 

(1.IV.39-31.I1I.40) 

(1.IV.40-31.III.41) 

A 

2832 

+ 403 

+ 863 

B 

2512 



C 

320 

. 

. 

New Zealand (£ NZ) 

(31.III.39) 

(1.IV.39-31.III.40) 

(1.IV.40-31.III.41) 

A 

146 

+ 18 

+ 26 

B 

130 

+ 9 

+ 20 

C 

17 

4* 9 

+ 6 

South Africa (£ SA)’ 

(31.III.39) 

(1.IV.39-31.III.40) 

(l.IV.40-31.ni.41) 

A 

179 

+ 8 

+ 53 

B 

160 

+ 8 

+ 36 

C 

18 

=*= 0 

+ 17 

Belgium (B.Fr.) 

(31.X1I.1938) 

(1.I.39-31.XII.39) 

(1.I.40-31.XII.40) 

A 

37642 

-h 2676 

+ 12178 

B 

35591 

+ 297 

+ 882 

C 

2051 

-h 2379 

+11296 

Germany (RM) 

(31.III.1939) 

(1.IV.39-31.III.40) 

(1.IV.40-31.III.41) 

A 

29589 

+21240 

+37709 

B 

22945 

+ 5723 

+ 17889 

C 

6644 

+ 15517 

+ 19820 

Japan (Yen)^ 

(31.III.1939) 

(1.IV.39-31.III.40) 

(1.IV.40-31.III.41) 

A 

16577 

... 

B 

16065 

+ 5563 

+ 5380 

C 

485 

+ no 

+ 57 

United States (?) 

(30. VI. 1939) 

(1.VII.39-30.VI.40) 

(1.VII.40-30.VI.41) 

A 

40445 

+ 2528 

+ 5994 

B 

28072 

+ 1357 

+ 6394 

C 

12373 

+ 1171 

- 400 

Sweden (Kr.) 

(30.VI.1939) 

(1.VII.39-30.VI.40) 

(1.VII.40-30.VI.41) 

A 

2634 

+ 991 

+ 1545 

B 

2483 

+ 423 

+ 1206 

C 

151 

+ 568 

+ 339 


^Australia: External debt (£A 591 million on June 30th, 1939) fell by i million in 1939/40 and 
rose by II million in 1940/41. The figures shown in the table include the debt of the States, 
which is managed by the Commonwealth. 

^Canada: External debt (C. $806 million on March 31st, 1939) declined by C. $82 million in 
1939/40 and by C. $85 million in 1940/41. The increase in internal debt in 1940/41 includes 
C. $325 million of Government securities sold to the Bank of Canada, the proceeds of which were 
credited to the Foreign Exchange Control Board for the acquisition of gold and foreign 
exchange from the Bank and from private holdings. 

^ South Africa: External public debt (SA iioi million on 31. III. 1939) rose by 5 million in 
1939/40 and declined by 8 million in 1940/41. 

^ C represents Rice Bills and Silk Notes. 
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took place predominantly through long-term borrowing. In Belgium 
and Canada, borrowing has been predominantly short term. The same 
is true of the United Kingdom and Germany, though the proportion 
of long-term borrowing showed a marked increase in these countries 
from 1939/40 to 1940/41. The increase in the British floating debt 
was taken up in approximately equal parts by three sources, two of 
which represented external finance. First, the British Exchange 
Equalization Account took up large amounts of Treasury bills, issued 
to it directly through the “tap” as and when it gave up its gold and 
foreign exchange for the financing of British Government purchases 
abroad. Secondly, large amounts of Treasury bills, issued through 
the weekly public tender, were taken up by sterling area central banks.* 
A third substantial part of the additional floating debt was in the 
form of Treasury Deposit Receipts taken up by the London Clearing 
Banks, as is shown later in this chapter. 

In Japan, Government borrowing has been almost entirely in 
bonds ; and these bonds have had to be absorbed almost entirely by 
the banks, with the result of a large expansion of credit. It is indeed 
almost generally true that the distinction between long and short-term 
borrowing has not corresponded to any sharp distinction in the 
sources of borrowing. 

In order to prevent an undue expansion in the quantity of money, 
many Governments have made special efforts to borrow from the 
public rather than from banks. In some cases, popular savings cam- 
paigns have been launched to promote the habit of thrift, and new 
types of securities have been issued, designed to make a strong appeal 
to the public at large and more especially to the lower income groups. 
The first country to take such measures was the United Kingdom, 
where national savings certificates and defence bonds were placed 
on sale continuously from November 1939, the former being issued 
at 15/- repayable in ten years at 2o/6d, the latter carrying interest at 
3% a year, issued in units of £5, repayable in seven years. Similar 
schemes were started in a number of other countries, for example, in 
Sweden in January 1940, in Australia in I'ebruary, in Canada in 
March 1940 and in the United States in April 1941. 

In Japan savings certificates of small denominations were intro- 
duced in August 1938, and a vigorous thrift campaign has been in 
progress since then, amounting in practice to a system of compulsory 
saving. Early in 1941, this campaign was further intensified and the 
Government decided that national savings in the fiscal year 1941/42 
must reach 13,500 million yen, or about half of the national income. 

1 Cf. Chapter V. 
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As already mentioned, the United Kingdom introduced a scheme 
of compulsory saving in April 1941 under which certain income tax 
payments amounting to £125 million a year were made refundable 
after the war. 

A compulsory loan of £ (NZ) 8 million was issued in New Zea- 
land in October 1940, carrying no interest in the first three years 
and 234% in the remaining ten years of its currency. Subscriptions 
to this loan had to equal the amount by which a person’s income tax 
in 1939 exceeded the sum of £ (NZ) 50. 

Apart from such direct methods of compulsory saving, an indirect 
compulsion to save has become increasingly important. In a large 
number of countries, as was shown in the preceding chapter, rationing 
has been more and more extended, and the production and sale of 
many goods has been stopped altogether. In consequence, a part of 
people’s incomes has tended to become virtually unspendable ; people 
have come to save more, simply because there has been a lack of 
suitable alternative objects of expenditure. In this way, there has 
developed an indirect but nevertheless effective compulsion to save, 
which has naturally simplified the problem of Government borrowing. 

This indirect form of compulsory saving has become important 
even in the United Kingdom.^ But it is in Germany that it has been 
most thoroughly developed, owing to the general shortage of com- 
modities and the drastic restriction of consumption by quantitive 
rationing and other similar methods. According to private estimates 
published in a German periodical" about 14,000 million marks were 
‘‘saved” in J940 as a result of the. restriction of consumption. Of this 
total some 4,500 to 5,000 million was ‘‘saved” on food, and approx- 
imately 9,000 million was ascribed to reduced consumption of indus- 
trial products, of which textiles accounted for roughly one-half. 

It is a secondary though ultimately ndt unimportant question 
w’hether the public hoards in the form of bank notes or deposits what 
it is thus compelled to save, or whether it invests these savings in 
Government securities. In the former case the new securities issued 
by the Government are held by the banks, in the latter they are held 
directly by the public. The German public has shown a marked 
preference for bank deposits, as against direct investment in Govern- 
ment paper. In the course of 1940, deposits with German commercial 

^ In his Budget speech of April 7, 1941 the Chancellor of the Exchequer stated : 
“I am sure that a further increase is within the powers of the savings campaign . . . 
The Minister of Food and the President of the Board of Trade have removed and 
are removing many temptations in our way, and keeping us on the straight and 
narrow path.” (^The Times, April 8, 1941.) An important extension of rationing 
subsequent to this speech was the clothing rationing scheme introduced by the Board 
of Trade (See Chapter III above). 

2 C/. Der deutsche Volkswirt, December 20th, 1940. 
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banks increased by approximately 50% (so far as can be judged from 
the annual reports of certain big banks) while savings bank deposits 
rose 30% and currency in circulation 20%. As will be seen in the 
next section, Government borrowing has practically everywhere been 
taken up to some extent by the banks, and has increased the quantity 
of money; and the public has sometimes been willing to hold more 
money and to become more “liquid’’ even in countries where con- 
sumers’ spending has been comparatively unrestricted. 

The compulsory saving resulting from rationing of consumption 
has not been the only source of Government finance in countries such 
as Germany. The commodity shortage shows itself similarly in the 
case of producers’ goods, at any rate in the civilian sector of trade and 
production. Stocks are sold out and cannot be replaced. Industrial 
depreciation funds cannot be re-invested in the renewal of equipment 
because new equipment is seldom obtainable except for purposes 
essential for the war. Capital is set free in its monetary form ; and as 
the money cannot be used for anything else, it becomes automatically 
available to the Government either directly by being invested in 
Government securities, or indirectly through the banks. This process, 
of course, represents consumption of capital. The amount released in 
Germany in 1940 through this liquidation of stocks and accumulation 
of unusable amortization funds has been estimated at 12,000 million 
marks. ^ 

In the United Kingdom, according to an official estimate, “ capital 
consumption (“net disinvestment”) during 1940 amounted to ap- 
proximately £950 million; as compared with a net investment of 
£210 million in 1938. But it seems that only a small part of this dis- 
investment was due to the attrition of physical capital in the form of 
civilian commodity stocks and equipment. Most of the £950 million 
represented “external” disinvestment through the sale of gold and 
foreign assets or the increase in overseas liabilities, which has been 
estimated at £1,020 million for the 18 months from September 1939 
to February 1941. It is only from the point of view of an individual 
country that sales of foreign assets constitute capital consumption. 
Such sales clearly need not involve a loss or attrition of physical 
capital anywhere, and represent simply a method of paying for the 
goods and services contributed by other countries to the nation’s 
war effort. 

A considerable proportion of Government borrowing in the United 
Kingdom has thus been covered by the liquidation of foreign assets 
and (to a relatively minor extent) by an increase in overseas liabili- 

^ Cf. Der deutsche Volksunrt, December 20th, 1940. 

2 “An Analysis of the Sources of War Finance and Estimate of the National In- 
come and Expenditure in 1938 and 1940.” Cmd. 6261, I 94 i* 
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ties. This part of British Government borrowing has obviously had 
no effect on the volume of money. As explained before, the increase 
in the British floating debt has been taken up very largely by the 
Exchange Equalization Account and by sterling area central banks. 
Similarly, a part of the increase in the long-term internal debt has 
been taken up by private investors and financial institutions, who have 
had to surrender their foreign securities to the authorities and who, 
in the absence of other investment outlets, have had to re-in vest the 
cash received in compensation therefor in the war loans issued by the 
Government. There has been in effect an exchange of foreign securi- 
ties for new domestic Government bonds. To that extent the increase 
in the national debt has been covered by goods and services received 
from overseas and has involved no strain on the monetary position 
in the United Kingdom. 

Money, Prices and Interest Rates 

A great increase in the volume of money has taken place almost 
everywhere since the outbreak of the war. Diagram 2 is intended to 
illustrate this world-wide expansion of currency and credit. The 
diagram covers 34 countries and shows, wherever possible, three 
series for each country: notes in circulation, sight deposits with 
commercial banks and total commercial bank deposits, all expressed 
as a percentage of July 1939. 

There exists no single or simple measure of monetary expansion. 
The composition of the monetary supply differs from country to 
country and fluctuates continually in each country. While in coun- 
tries such as the United Kingdom, Canada and the United States the 
medium of payment consists predominantly of bank deposits, there 
is still a large number of countries where currency notes play an 
important if not a preponderant role in the monetary system. Shifts 
in the relative position of bank notes, sight and other deposits can 
easily be observed from the diagram; they will be referred to later. 
For the moment, let us note the general trend of the changes that 
have occurred since July 1939. 

The expansion has been unequal. In four of the countries shown in 
the diagram, the notes outstanding in the early part of 1941 exceeded 
the level of July 1939 by ^0% ^ven less ; and these arc all primary 
producing countries outside Europe : namely, the Argentine, Brazil, 
Colombia and the Netherlands Indies. 

On the other hand, there were fifteen countries where the note 
circulation in the first few months of 1941 was over 50% higher 
than in July 1939: namely, Germany, Belgium, the Netherlands, 
France, Denmark, Hungary, Roumania, Bulgaria, Yugoslavia, 
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Greece, Finland, Turkey, Egypt, Canada, Japan. It will be seen that 
they include Germany and the countries conquered or occupied by 
German troops. In the case of Norway, the data concerning the note 
issue have been suppressed since the invasion ; but the publication of 
commercial bank returns has been resumed, and from these it appears 
that aggregate bank deposits have increased by over 50%. 

The principal methods by which Germany has inflated the cur- 
rencies of countries under her control are reviewed in the last section 
of the next chapter.^ Briefly, they fall under three heads : ( i ) issues 
of Reichskreditkassenscheine in the occupied territories, that is, of 
German notes which the banks in these countries were compelled to 
take up in exchange for national currency; (2) charges imposed nom- 
inally for the costs of occupation, which the local central banks were 
compelled to finance in whole or in part ; ( 3 ) purchases on clearing 
account, giving rise to large uncleared reichsmark balances which, 
again, the local central banks were compelled to take up in whole or 
in part. 

As the diagram shows, monetary expansion in European countries 
has been reflected in bank deposits as well as in the note circulation. 
Sweden and Yugoslavia were the only countries where, during the 
period under review, deposits failed to increase, and where the 
growth of the money supply was wholly in the form of notes. 

In the countries belonging to the sterling group — including Aus- 
tralia, New Zealand, India, South Africa, Ireland — the rise in note 
circulation and deposits, ranging generally from 10 to 50% be- 
tween July 1939 and the first part of 1941, has been due partly 
to the defence and armament expenditures of these countries them- 
selves and partly to the purchases made by the United Kingdom. As 
a result of these purchases, the exchange reserves of the sterling-area 
central banks have increased,^ and this has tended to widen the domes- 
tic credit base. 

In the United Kingdom and the United States the degree of mone- 
tary expansion as measured by the increase in aggregate bank de- 
posits and notes in circulation has been surprisingly similar, ranging 
between 20 and 30%, being somewhat less marked in the United 
Kingdom than in the United States. 

In China — a country which, owing to the absence of monthly data, 
is not represented in the diagram — currency expansion appears to 
have taken place on such a scale as to create a serious inflation. The 
Chinese National Government has had to meet its financial require- 
ments for the war against Japan largely by borrowing from its own 
note-issuing institutions. The note circulation of the four Chinese 

1 Chapter V. 

2 See Chapter V. 
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Diagram 2 

Note Circulation and Commercial Bank Deposits 
A. Note Circulation; B. Sight Deposits; C. Total Deposits. 
July 1939 = 100 
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Diagram 2 (continued). 

Note Circulation and Commercial Bank Deposits 
A. Note Circulation; B. Sight Deposits; C. Total Deposits. 
July 1939 = 100 







102 — 


Government banks, amounting to 1,408 million 3man in June 1937 
and to 1,727 million in June 1938, rose to 2,627 million yuan in 
June 1939 and to 3,962 million in June 1940. In the two years to 
June 1940 there was thus an increase of 130%. 

In all except a few countries the expansion in note circulation has 
been greater than in bank deposits. This is easily seen from Dia- 
gram 2 : in the great majority of cases line A stands above C. The 
most notable exceptions are Brazil, Colombia, Peru and Portugal — 
countries situated outside the war zone — where certain si')ecial fac- 
tors, to be mentioned presently, tending to raise the demand for cur- 
rency, have naturally played a less important role. 

The shift from bank deposits to currency was temporarily accen- 
tuated in the autumn of 1939 and the early summer of 1940, when 
the public showed a tendency, especially in Euroi>e, to withdraw 
money from the banks and to hold more currency. This was largely 
due to the general feeling of insecurity engendered by the events and 
to a desire to be prepared for emergencies. But over the whole period 
up to the first half of 1941 there were undoubtedly other and more 
deep-seated forces at work to change the proportion of notes to 
deposits. The mobilization of men for the services and the evacua- 
tion of civilians, for example, must have increased the demand for 
currency, the actual or anticipated separation of families tending to 
increase the number of separate cash holdings and the aggregate of 
cash required. In some countries the transition to war economy in- 
creased the proportion of wages in the national income. In the 
United Kingdom, for example, the share of wages^ rose from 41% 
in 1938 to 45% in the last quarter of 1940. As wages are mostly 
paid in cash, this undoubtedly contributed to the shift from bank 
deposits to currency. In some countries, moreover, part of the expan- 
sion in note issues has been due to the desire of commercial banks to 
strengthen the reserves of till money especially in their local branch 
establishments, so as to guard against a possible interruption of 
communications.^ 

Some Governments have attempted to discourage the holding of 
notes on the part of the public in order to restrain the increase in the 
note circulation. In Germany, by a decree of September 4th, 1939, 
currency hoarding — though not precisely defined — was made a pun- 
ishable offence. In Switzerland, Norway and elsewhere, the authori- 
ties have issued appeals to the public to refrain from hoarding. In 
France, a decree was published in November 1940 prohibiting the 
use of bank notes for payments of more than 3,000 francs (about 
$68 at the official exchange rate). People were urged to open bank 

^ Including payments to armed forces and earnings of shop assistants. 

2 See Monetary Rewew ( 1940) , Chapter II. 
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accounts and to make payments by cheque, in order to arrest the 
progress of inflation. It was apparently believed that expansion in 
bank deposits and cheque payments would somehow be less infla- 
tionary than expansion in the note issue. The measure, it may be 
observed incidentally, did not really affect hoarding at all, since by 
definition hoarded currency is not used for payments. 

In addition to the shift from deposits to notes, there has been a 
marked shift, within the total of commercial bank deposits, from 
time deposits and savings accounts to deposits payable on demand. 
This has been due in varying degrees to the desire of the public for 
increased liquidity, to the low or declining rates of interest paid on 
time deposits, or to an increase in monetary turnover. 

In France, Belgium, the Netherlands, Bolivia and Colombia, total 
deposits as plotted in Diagram 2 consist predominantly of sight 
deposits, so that in these cases line C of the diagram really reflects 
the movement of sight deposits also. Of the 23 countries for which 
the diagram shows a separate series for sight deposits, there is only 
one (Brazil) where sight deposits have increased less than total 
deposits. In the other 22 countries the proportion of sight to total 
deposits has increased. This increase has been particularly marked 
in Norway, namely from 20% in March 1940 to 44% in March 

It is hardly necessary to examine in detail the central bank assets 
that have formed the counterpart to the expanding note issues. In 
certain “sterling grouj)” countries, these assets have consisted partly 
of sterling deposits and other short-term investments in London. In 
the United States, the increase in the assets of the Federal Reserve 
Banks has been wholly in gold certificates, holdings of Government 
securities having been reduced from $2,563 million in June 1939 to 
$2,184 million in June 1941. In most other countries the expansion 
in the note circulation and other sight liabilities of central banks has 
come about largely through the acquisition of Government securities 
of one kind or another, including direct loans to the State. Figures 
on central banks’ Government portfolios have been given elsewhere 
and need not be repeated here.' 

In countries such as the United Kingdom where there exists a 
well-developed commercial banking system and money market, and 
where in consequence it is seldom necessary for the State to have 
direct recourse to the central bank, the acquisition of Government 
securities by the central bank has been designed mainly to prevent the 

^ A comprehensive special tabic entitled “Central Banks : Advances to Govern- 
ments and Government Security Holdings” appeared in the Monthly Bulletin of 
Statistics (League of Nations) in February 1941. See also Monetary Reviezv 
(Money and Ranking 1939/40, Vol. I), Chapter III: “Government Borrowing and 
the Money Market.” 
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drain of notes into circulation from reducing the reserve balances of 
the commercial banks. Elsewhere, Governments have in many cases 
been greatly dependent on central bank credit, and the growth of 
Government securities held by central banks in these countries has 
been a direct reflection of State requirements. In Italy, for example, 
the Government appears to have borrowed heavily from the bank of 
issue.^ Even before Italy’s entry into the war, the note circulation 
was rapidly expanding, rising from 18,956 million lire at the end of 
1938 to 24,432 million at the end of 1939, that is, by 29% in the 
course of a year. Since then, no further figures have I)een published. 
In the last section of this chapter, reference is made to the effects of 
this inflationary finance on the structure of prices in Italy. 

The commercial bank assets lying behind the expansion of deposits 
have also consisted largely of Government securities. This may be 
seen from Table 6, showing the deposits and principal assets of 
commercial banks in eight countries. 

In the United States, Government obligations held by the report- 
ing member banks rose by 22% from May 1940 to May 1941, and 
accounted for more than half of the increase in deposits. Cash reserves 
over that period remained, on balance, practically unchanged; the 
weekly figures show a rise up to November 1940 and a decline there- 
after. This decline was determined mainly by the expansion of money 
in circulation, combined wnth a falling off in the rate of gold imports, 
a reduction in securities and an increase in Treasury deposits with 
Federal Reserve Banks. The excess reserves of all member banks rose 
from about $4,200 million in May 1939 to a record level of $6,940 
million on October 23rd, 1940 after which they declined steadily to 
$5,830 million in May and $5,400 million in June 194T, chiefly as a 
result of the expansion in deposits, which called for an increase in 
the legally required reserves. 

In the United Kingdom, the issue of Treasury bills, after a rapid 
expansion in the early months of the war, remained virtually con- 
stant after the middle of 1940; and of the available supply, an in- 
creasing proportion w^as taken up by central banks of the sterling 
area, so that less bills were left to the London money market. Accord- 
ingly, in the twelve months to May 1941, the bill portfolio and the 
money market loans of the London clearing banks declined. But this 
was more than offset by the so-called Treasury Deposit Receipts, 
which, from July 1941 onwards, were issued directly to the banks, 
bearing interest at repayable in 6 months and rediscountable 

at the Bank of England. In addition, there was a considerable in- 
crease in the clearing banks’ ‘‘investments,” consisting predominantly 

1 Cf. Frankiwrter Zeitung, January agth, 1941. 
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Table 6 — Principal Accounts of Commercial Banks 

(National currency units, 000,000’s) 


United States {$) 

1939 

1940 

1941 



May: 


Reserve .... 

8,361 

11,032 

11,294 

Com. loans . . 

3,839 

4,397 

5,621 

Sec. loans. . . 

1,217 

1,049 

925 

Gov. obi 

10,329 

11,460 

14,024 

Dem. dep. . . . 

16,796 

19,971 

24,016 

Time dcp. . . . 

4,984 

5,119 

5,240 


(Reserve with h'ederal Reserve Banks; 
Commercial, etc. loans ; Loans for purchas- 
ing or carrying securities ; U.S. Gov. obli- 
gations; Demand deposits adjusted; Time 
deposits.) 

Canada (C.$) 


April: 

Sec 1,203 1,307 1,577 

Loans...... 1,197 1,331 1,318 

Dcp........ 2,413 2,505 2,836 


(Dominion and Provincial securities; 
Loans; Deposits.) 


United Kingdom 

(£) 1939 

1940 

May; 

1941 

Cash 

236 

257 

293 

Call Money . 

144 

144 

128 

Bills 

201 

409 

173 

Tr. Dep. Rcc. 

— 

— 

469 

Inv 

605 

633 

848 

Adv 

992 

964 

873 

Dep 

2,167 

2,413 

2,824 


(Cash; Money at call and short notice; 
Bills discounted; Treasury Deposit Re- 
ceipts ; Investments ; Advances, etc. ; De- 
posits.) 

Australia (£A) 


Sec. Tr. bills 

48 

April: 

84 

106 

Adv 

290 

284 

282 

Dep 

323 

353 

372 


(Gov. and Municipal securities and Treas- 
ury bills ; Advances, discounts, etc. ; De- 
posits. ) 


Japan (yen) 

Bonds . ■ . . 
Adv...... 

Dcp. . . . . . 


February: 

3,836 4,820 6,279 

8,788 11,249 13,305 

15,031 19,290 23,445 


(Gov. bonds; Advances; Deposits.) 


Belgium (francs) 


March: 


Bonds, Bills . 7,053 

Adv 7,943 

Dep 15,635 


6,857 12,160 

6,145 5,222 

13,355 18,079 


(Public lx)nds, and bills, incl. Treasury 
bills; Advances, etc.; Deposits.) 


Denmark (kroner) 


April; 

Sec 456 424 689 

Adv 1,447 1,551 1,391 

Dcp 2,249 2,340 2,728 


(Bonds and shares; Advances and dis- 
counts ; Deposits. ) 


Norway (kroner) 

March; 


Bonds 218 180 366 

Adv 1,010 1,187 876 

Dep 991 1,053 1,502 


(Bonds; Advances and discounts; De- 
posits.) 


of British Government securities. In these circumstances the cash base 
lost much of its former significance : instead of determining the amount 
of credit available, it came to be adjusted ex post — by open-market 
operations and other central bank ac!tion — to the volume of deposits, 
which was determined to a large extent directly by Government 
needs. 

In the majority of countries, the increase in the Government secur- 
ity holdings of commercial banks has been accompanied by a reduc- 
tion in commercial discounts and advances. Such has been the case, 
in the latter part of the period covered by Table 6, in the United 
Kingdom, Canada, Australia, and particularly also in the three 
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occupied countries included — Belgium, Denmark and Norway — where 
credit expansion has been particularly marked. The monthly returns of 
the German commercial banks are no longer published, but from the 
annual balance-sheets of the leading Berlin banks it appears that 
their commercial advances have fallen off considerably. In the 
United Kingdom, the fall in advances has been attributed to the 
general diversion of production in favour of armament industries, 
and to the fact that the trade in essential raw materials, for example, 
has been taken over largely by Government departments and is 
financed by Government paper.’ More generally, as experience has 
shown even before the war, Government deficit expenditure tends to 
make business men liquid and supplies them with the means of 
repaying their bank debts. In particular, as it is frequently impossible 
to replace the stocks of “civilian” commodities that are being 
liquidated in many countries (including the occupied territories), 
working capital is set free in its monetary form and, if it was bor- 
rowed, is naturally applied to the repayment of bank loans. On the 
other hand, in countries such as the Argentine and the United States, 
where commodity stocks have increased — in the former largely 
through inability to sell, in the latter largely through the accumulation 
of inventories in anticipation of rising prices — commercial loans of 
the banks have shown a considerable expansion. Whether bank loans 
have increased or declined, there is no doubt that in most countries 
a larger part of them has come to be devoted to the financing of 
armament production. In the United States, according to an official 
survey, weekly reporting member l)anks in leading cities had $460 
million of defence loans outstanding on April 30th, 1941, and had 
made commitments for additional defence loans totalling $630 mil- 
lion.^ The total commercial, industrial and agricultural loans of these 
banks at the end of April 1941 amounted to over $5,500 million. In 
Japan, also, commercial l)ank advances have increased; and it may 
be recalled that under the Capital Omtrol Law of 1938 the granting 
of loans by the Japanese banks has been closely regulated in the 
interests of the war industries. 

It is too early to gauge the effects of war-time expansion of cur- 
rency and credit on the movement of prices. In many cases the full 
effects have not yet Ijecome apparent. But a rough comparison between 
the changes in note circulation and bank deposits on the one hand and 
wholesale prices and costs of living on the other may be useful at this 
point. Certain reservations must be kept in mind. At all times, the 
international comparability of the existing national price indices is 
limited, owing to differences in scope, composition and method of 

’ C/. The Economist, November i6th, 1940 (Banking Supplement). 

2 C/. Federdl Reserve Bulletin, June I94if page 505. 
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computation. The difficulties of comparison are further increased in 
wartime, when price controls of unequal comprehensiveness and 
severity are enforced by practically all governments, and when, 
therefore, the degree in which the official indices reflect the real 
forces of supply and demand may be very different in different 
countries. The question of price control is taken up in the last 
section of this chapter. 

The connection between the volume of money and the level of 
prices may be very remote in peacetime, when prices may vary more 
directly with the rate of investment and the degree of employment. 
But in wartime, when conditions of scarcity and ‘Tull employment*' 
predominate, the connection may be much closer and a comparison 
therefore more significant. 

This comparison between changes in money supplies and price 
movements is given in Table 7 for twenty countries for which recent 
data are available.^ In addition, reference may be made to Diagram 3, 
showing the monthly movement of wholesale price indices and 
indices of the cost of living in 34 countries. 

The table discloses a great diversity of experience, and permits of 
little generalization. 1'here are a number of countries — including 
Canada, Germany, Japan, New Zealand, the Union of South Africa 
and the United States — where the degree of monetary expansion 
from July 1939 to the spring of 1941 appears to have been much 
greater than the rise in price indices. In Germany, of course, price 
control has been particularly thorough, and the official indices relate 
to official prices. Similarly, the Japanese index, though it has sub- 
stantially advanced, is no longer a true reflection of the state of the 
market. But in the other four countries just mentioned — Canada, New 
Zealand, South Africa, the United States — price control has been 
mild in comparison ; and the lag of prices relatively to the increase 
in the monetary supply is to be accounted for partly by the increase 
in production in these countries and partly by the willingness of the 
public to hold larger amounts of money inactive. 

On the other hand, in Switzerland and the United Kingdom the rise 
in prices from the summer of 1939 to the spring of 1941 was greater 
than the rise in notes or bank deposits. The greatest increases in 
wholesale prices^ during that period occurred in European countries : 
namely, Yugoslavia (100%), Denmark (81%), Switzerland 
(71%), Norway (67%), and Sweden ( 55 %). followed closely by 

1 It may be mentioned at once that recent price indices are not available for a 
number of countries, including France, Belgium, the Netherlands and Italy. 

2 The movement of cost of living indices, comparatively sluggish at all times, tends 
to become even less representative in wartime, owing to the fact that the items 
which these indices include (such as rent, light and the most important foodstuffs) 
tend to be most affected by official price fixing and control. 
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Diagram 3 

Wholesale Prices and Cost of Liznng 

First half of 1939 = 100. 



Umtad A. Bondi of Tiadot B. EoaMtaL 
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Diagram j (continued) 
Wholesale Prices and Cost of Living 
First half of 1939 = 100. 



Priwtin* t A, Arab markets ; j. Jewish market*. 
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Table 7 — M oney and Prices 

Percentage Changes, July 1939-May 1941 

N: Notes in Circulation WP: Wiolesale Prices 

D : Commercial Bank Deposits CL : Cost of Living 


Percentage Increase from July 1939 to 



July 1940 

May 1941 


N 

D 

WP 

CL 

N 

D 

WP 

CL 

Argentine 

9 

3 

21 

3 

10 

11 

29 


Australia 

39 

7 

13 

. 

48 

15 

13 

• 

Canada 

47 

3 

13 

5 

90 

17 

22 

8 

Chile 

22 

3 

12 

13 

43 

11 

21 

27 

Denmark 

58 

4 

49 

27 

75 

21 

81 

40'> 

Kgypt 

61 


28 

8 

no 

, 

51 

28 

Finland 

115 

16 


18 

160 

17 

• 

40 

Germany 

42 

• 

4 

4 

69 

• 

5 

5 

Hungary 

32 

8 

20 

9 

97 

26*> 

35 

22 

India 

33 

5 

14 

8 

53 

16* 

30 

15“ 

Japan 

36 

27 

13 

24 

51 

42b 

20 

20 

New Zealand 

25 

19 

13 

4 

39 

26 

22 

11 

Norway 

• 

13 

35 

15 

. 

68 

67 

36 

Peru 

15 

14 

18 

7 

35 

29 

29 

13 

Sweden 

40 

-8 

33 

16 

36 

-6 

55 

33 

Switzerland 

24 

-4 

33 

11 

21 

8b 

71 

25 

Un. of South Africa 

13 

18 

13 

4 

18 

38 

22 

9 

United Kingdom 

19 

10 

42 

19 

23 

26 

53 

28 

United States 

12 

16 

4 

1 

33 

31 

13 

2 

Yugoslavia 

66 

-3 

40 

36 

108»» 

25d 

100® 

70 


“ April ; ** March ; * February ; December 1940. 


the United Kingdom (53%). In all of these, the price rise appears 
to have been determined to a considerable extent by factors on the 
supply side as distinct from demand. In the United Kingdom, the 
devaluation of the pound and the rise in freight and insurance rates 
played an important part.^ In the Continental countries mentioned, 
the rise reflects largely a shortage of commodities due to the inter- 
ruption of overseas supplies and the increasing absorption of local 
supplies by Germany. This is particularly true if comparison is 
made between the first and the second half of Table 7, that is, between 
July 1940 and May 1941. 

It is interesting to observe the difference between the United 
Kingdom and the United States in the table. Monetary expansion 
has been greater in the United States than in the United Kingdom, 
while the rise in prices has been much greater in the United King- 

1 See Chapter I. 
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dom than in the United States. Another difference between the two 
countries relates to the rate of change in wholesale price indices. In 
the United Kingdom, the rate of increase dropped off from 42% 
in 'the 12-month period between July 1939 and July 1940 to 8% in 
the lo-month period between July 1940 and May 1941. (See also 
Diagram 3, which shows clearly a flattening out in the British price 
curves.) In the United States, on the other hand, the index of 
w'holesale prices rose by only 4% in the earlier but by 9% in the 
later period. 

The United States is, in fact, the only country in the table where 
the rate of increase in wholesale prices was greater in the period 
after July 1940 than in the twelve months before. In all other cases 
the percentage rise in the later j)eriod was less than in the earlier. 

In twelve countries for which recent figures are available, whole- 
sale price indices showed the following percentage increases from 
July 1940 to May 1941 : 


Switzerland 

28% 

United States 

.... 9 % 

Bulgaria 

24% 

United Kingdom 

.... 8% 

Norway 

24% 

South Africa 

.... 8% 

Denmark 

22% 

Canada 

.... 8% 

Sweden 

Argentine 

.... 7% 

Hungary 

13% 

Australia 

.... 1% 


In spite of the restricted comparability of price indices, this list 
of countries falls naturally and significantly into two distinct geo- 
graphical groups reflecting clearly the difference between their eco- 
nomic and monetary situation. 

Yet this geographical division must not he overstressed. For 
one thing, it is immediately apparent from Diagram 3 that the 
severest case of price inflation occurred outside Continental Europe, 
namely, in China. In March 1941, the index of wholesale prices in 
Shanghai was 48% higher than in July 1940 and more than two- 
and-a-half times as high as in July 1939. The Shanghai cost-of- 
living index has shown a similar rate of increase; and from such 
reports as are available, it is not likely that the rise of prices has 
been less rapid in the interior of China. 

The rise in commodity prices has not been accompanied every- 
where by a rise in Stock Exchange quotations of industrial shares. 
Diagram 4, showing indices of the market value of industrial shares 
in sixteen countries, discloses a great diversity of movement. Speak- 
ing generally, it is natural that in countries where prices are rising 
fast, where goods are scarce, and where at the same time money is 
abundant, the public should develop a strong preference for shares 
as a safeguard against capital loss through inflation, even if their 
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Diagram 4 

Prices of Industrial Shares 
1929 = 100 



present yield is negligible. On the other hand, where the rise in 
prices is less pronounced, and where the present or prospective supply 
of goods is adequate, share quotations may decline under the influ- 
ence of war-time taxation, limitation of profits, etc., even if inves- 
tible funds are plentiful. 

To bring out more clearly the direction of recent changes, twelve 
of the countries included in Diagram 4 are given below in the order 
of increase in their industrial share indices from April 1940 (that 
is, before the sharp fall of the early summer) to April 1941. 


Belgium. . . 
Hungary . . . 
Netherlands 
Norway .... 
Germany . . . 
Denmark. . . 


4-118% Australia 

-f 70% United Kingdom 

-i- 61% Chile 

+ 54%* Japan 

-h 20% United States. . . 

-f- 16%* Canada 


■ March 1940 to April 1941. ** February 1940 to February 1941. 
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The countries fall naturally into two groups, and the difference 
between them is striking. In Germany and the countries under her 
control, there has been great rise in share values, while in the rest 
of the world the trend of quotations has, on the whole, been down- 
ward. It may be mentioned that in France and Italy, where publica- 
tion of the relevant indices has been suspended, share prices have 
likewise shown very considerable increases. In the occupied countries 
generally, German purchases of industrial equities, financed by 
“occupation costs”^ and other means, have been a special factor 
contributing to the rise in quotations, though the greater part of the 
rise has no doubt been due to the general monetary expansion com- 
bined with the lack of other outlets of expenditure owing to the 
shortage of goods. 

This rise in industrial security prices in the countries under Ger- 
man domination has taken place in spite of various measures de- 
signed to limit dividend payments and to curb Stock Exchange 
transactions. In Belgium, regulations were issued in March 1941, 
lunder which no Stock Exchange quotation was allowed to exceed 
the previous day’s quotation by more than 1%. A similar measure 
to limit price advances was introduced on the Paris Bourse in April. 
Moreover, a law was published in France early in March 1941 
which made it illegal for any company to distribute a higher divi- 
dend than the highest during the last three years. In Norway, divi- 
dends were limited to 5% or in certain cases 8% by a decree of 
January 1941. In the latter part of 1940, a similar limitation was 
imposed in Denmark. In Germany, confiscatory taxation of dividends 
Acceding 6% was announced in March 1941 and became effective 
in June. 

In Italy, a 7% limit on dividends and a special tax on income from 
industrial securities were introduced in December 1940 in order to 
discourage the demand for shares. In a report published by a German 
source in March 1941, it was stated tha;t these measures “had not 
been successful in permanently checking the upward movement in 
share prices,” and that after a short relapse, quotations rose again, 
“so that the actual yield of shares was at most 2-3% compared with 
over 5% for fixed interest securities.”^ 

As already indicated, in countries where the public showed no 
abnormal appetite for shares, it was the actual or prospective yield 
that determined their price, and the yield was adversely affected by 
war-time taxation and Government control. The decline in ithe long- 
term interest rates at which these yields were capitalized was not 
sufficient to prevent a fall in share prices. In Japan, the fall was 

' See Chapter V. 

2 Frankfurter Zeitung, March 17th, 1941. 
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accompanied, in 1940, by a decline in industrial output.^ Elsewhere, 
share prices declined even when the volume of production was 
rapidly increasing. The contrast between industrial production and 
share prices was very marked in Canada and the United States, as 
will be seen from Diagram 5. It is hardly possible to attribute this 
contrast to the sale of Canadian and, more especially. United States 
securities formerly held in the United Kingdom. British-held dollar 
securities sold in the United States from the beginning of September 
1939 to the end of 1940 amounted to about $350 million,^ which was 
less than 1% of the total marked value of shares listed on stock 
exchanges in the United States. If it is true that share prices reflect 
the general trend of profit expectations (in the past, this assumption 
has sometimes been made), then the diagram would seem to suggest 
a weakening in the influence of the profit anticipations on the course 
of production in the defence economy of these countries. 


Diagram 5 

Industrial Production (A) and Share Prices (B) 
1935-39 = 100 



One of the most remarkable monetary phenomena in this war 
has been the reduction in interest rates in practically all parts of the 
world. In the autumn of 1939 and again in the spring of 1940, the 
public’s demand for liquid resources temporarily outstripped the 

1 Cf. Chapter I, Diagram 3. 

2 Cf. Chapter V below, Table I. 
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supply, and there was in many countries an appreciable hardening of 
interest rates on both occasions. Since the middle of 1940, however, 
bond yields and money rates have declined almost everywhere, as a 
result of the great liquidity which monetary expansion has brought 
about. 

The movement of interest rates since the middle of 1940 shows 
no divergent tendencies in different geographical groups. On the 
European Continent, in particular (with the notable exception of 
Italy), the fall in interest rates has been, on the whole, at least as 
marked as elsewhere. That interest rates (including the yield of long- 
term bonds) should decline in a condition of general scarcity, rising 
commodity prices and rapidly rising share values, is unusual. Inflation 
or fear of inflation has usually produced a rise in the money rate of 
interest, owing to the depreciation, in real terms, of fixed claims on 
money. But in the countries of Continental Europe, and particularly 
in those under German control, competition for goods is severely 
limited by rationing and price controls ; as a result, monetary funds 
have to some extent become unusable except for the purchase of 
securities ; and as the available supply of shares has been limited (new 
issues being practically suspended), there has been an overflow of 
funds from the market for equities into the market for debts. The 
result has been a fall in interest rates even though the supply of debts 
in the form of Government securities has been rapidly increasing. 

Outside the Continent of Europe, the decline in profit expectations 
and share prices has strengthened the effect of monetary liquidity on 
the course of interest rates. 

The long-term rate of interest as expressed by the percentage yield 
of Government bonds in sixteen countries is shown in Diagram 6. 
In the spring or early summer of 1941, bond yields were in most 
cases lower than in the pre-war part of 1939. In the United King- 
dom, the yield of Government bonds was lower than at any time since 
January 1937; in France, it was at the lowest level observed for over 
10 years; in Denmark, it was the lowest since the early part of 1935 J 
in Belgium, it was the lowest since the spring of 1938; while in Nor- 
way and the United States, the yield of bonds in the spring of 1941 
was the lowest on record. In Italy, on the other hand, Government 
bond yields were remarkably high in comparison with other coun- 
tries, and showed no tendency to fall. 

Short-term money ra;tes have become a less sensitive index of 
market conditions, being controlled to a large extent by the banks. 
The fact that in the United Kingdom, for example, the discount rate 
on Treasury bills did not return to the pre-war level of a little over 
>2 % was due to a decision of the clearing banks, in view of increased 
working costs, to keep their short loan rate to the discount market at 
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1% instead of The same rigidity of short-term rates is ap- 

parent in some of the other countries included in Diagram 6. Yet in 
a number of cases, including Canada, India, Germany, Switzerland, 
reductions have occurred since the early summer of 1940. 

Furthermore, there has been a widespread tendency on the part of 
central banks to lower their official raJtcs of discount, as may be seen 
from the following statement: 

Changes in Discount Rates of Central Banks 
during 1940 and the first half of 1941 



From 

To 

Date 


% 

% 


Belgium 

2K 

2 

Jan. 1940 

Bolivia 



6 

Nov. 1940 

Bulgaria 

6 

syi 

Oct. 1940 

Bulgaria 

S}i 

5 

Dec. 1940 

Czecho-Slovakia* 

3 


Oct. 1940 

Denmark 

5K 

4>^ 

Apr. 1940 

Denmark 

4K 

4 

Oct. 1940 

France 

2 

m 

Mar. 1941 

Germany 

4 

W 

Apr. 1940 

Hungary 

4 

3 

Oct. 1940 

Latvia 

4K 

5 

Feb. 1940 

Mexico 

3 

4 

Jan. 1941 

Netherlands 

3 

2K 

June 1941 

New Zealand 

3 

2 

May 1940 

Peru 

6 

5 

Aug. I 94 O 

Portugal 

4K 

4 

Mar. I 94 I 

Roumania 

3K 

3 

Nov. 1940 

South Africa 

w 

3 

June 1941 

Sweden 

3 

3)^ 

May 1940 

Sweden 

3K 

3 

May 1941 


» “Bohemia and Moravia.” 


Speaking generally, the importance of the interest rate in a war 
economy today is necessarily much reduced in comparison with the 
peace-time price economy. The rate of interest can have little if any 
effect on prices when the volume of Government borrowing is not 
dependent on interest considerations and when private investment is 
either non-existent or closely controlled by the State. Though the 
reduction in interest rates described above has been caused in the 
first instance by the great liquidity resulting from monetary expan- 
sion, it is in accord with more deep-seated facts and tendencies. In a 
free price economy, interest provides an inducement to abstain from 
consumption and to save. In a war economy, this inducement may be 
replaced to some extent by the patriotic appeal; or alternatively, as 
rationing becomes general, the inducement may become less necessary 
as people are prevented from spending the whole of their available 
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Diagram 6 


Bond Yields and Money Rates 

A Government bonds. 

B Commercial bills or acceptances. 

C Treasury bills. 

D Day-to-day money. 
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income and thus simply cannot help saving. On the other hand, since 
the rate of interest is normally held to be based at least in part on the 
productivity of capital, and since savings in a war economy are ap- 
plied to a purpose where productivity is zero, it is natural and de- 
sirable that the interest rate should be as close to zero as possible. 
In most countries, Government borrowing is taking place at much 
lower rates in this war than in the last. The lower the rate on war- 
time borrowing, the less the need for difficult and drastic methods of 
dealing with the interest burden after the war. 

Price Control 

The expansion of purchasing power resulting from the increase 
in Government expenditures created in many countries a strong 
tendency for prices to rise. A rise in the cost of living tends to reduce 
the level of consumption. Such a reduction may be necessary to free 
resources for war or defence ; but if its incidence is directed by the 
haphazard and, indeed, generally regressive action of prices, much 
friction and social disturbance may ensue. In certain countries of 
Central and Eastern Europe, moreover, where memories of hyper- 
inflation were vivid, an appreciable rise in prices might have caused 
a flight into commodities and a loss of confidence in the currency. 
Apart from the indirect means of fiscal and financial policy, measures 
were therefore widely adopted acting on prices directly, in order to 
restrict and retard their rise. 

These measures have taken a great many different forms. Specific 
prices of various goods and services have sometimes been fixed by 
the authorities; more frequently maximum prices have been estab- 
lished; or, again, certain price relationships have been prescribed, 
most commonly between costs and selling prices. In Germany, Switz- 
erland, and New Zealand, for instance, business men have been re- 
quired in cases of increased costs to reduce the percentage margin 
between costs and selling prices so as not to increase the absolute 
margin. Many countries have taken measures to eliminate unneces- 
sary middlemen and their profits. In some countries, such as Japan 
and Germany, profits have had to be pooled or equalized in certain 
industries so as to keep down selling prices to cover the costs of the 
average rather than of the marginal producer. The price at which old 
stocks should be disposed of has been another matter for official regu- 
lation. Holders of stocks have usually been required to sell them at 
cost prices ; in a few countries, including Sweden, however, the prin- 
ciple of replacement value has been accepted. 
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In many countries, the Government issued at the outbreak of war 
a general prohibition of price increases above the level prevailing at 
a given date. Such a ‘‘price-stop*’ had been in force in Germany since 
October 1936. In the autumn of 1939, it was imposed in a number 
of other countries, including France, Switzerland, Hungary, Bul- 
garia; and in the spring of 1940, it was extended to the countries 
occupied by Germany. In July 1940, an extensive price and wage 
stop was decreed in Italy.^ 

The price-stop decrees were not always intended to prevent price 
increases altogether. Sometimes, their purpose was merely to bring 
prices under official control, to make all increases subject to authoriza- 
tion and to prevent only such increases as seemed unjustified. In fact, 
the official price indices in some of the countries where price-stops 
were imposed showed appreciable advances later (see Diagram 3). 

1 A frank and informative description of the Italian price situation appeared in an 
article, published in Italy, by Giovanni Selvi : “La difesa della lira” in Echi e Cotn- 
menti. May 5th, 1941. In view of the complete suppression of the official Italian 
price statistics, the following extracts may be quoted from that article : 

“The Government has established the price block in regard to certain needs and 
services, and associates this with control and regulation in certain other sectors of 
economic life and, as and where it can, it seeks as far as possible to preserve prices 
from inflationary increases. Has it succeeded in doing this? 

“The price block has been applied and is in force with regard to house rents and 
public services (electric energy, gas, telegraph, telephone, post, public transport and 
State monopolies). ... In these sectors the lira is worth today as m\ich as it was 
worth before the increase in the amount of currency in circulation, but there are 
many sectors that are not blocked and not regulated and which it is difficult to regu- 
late, and in these the lira has lost 20, 30, 50 and even 100 per cent of its purchasing 
power. 

“In the clothing branch, regulation of costs from producer to consumer in the 
case of certain .standard products has recently been introduced. . . . Similar action 
is being taken in certain other sectors, but nearly all products of an industrial charac- 
ter escape all measures for imposing a block or control. The Under-Secretary for 
War Manufactures fixes and regulates the prices of materials required for warlike 
production and for industrial production. There is thus a check on speculative in- 
creases which, in this field particularly, would have been unlimited. Nevertheless 
prices — underhand prices have entered into current practice — are free and have 
risen rapidly. . . . 

“The sector which, more than any other, calls for special consideration, however, 
is the foodstuffs sector. . . . Without giving statistics and figures that are frequently 
only too subject to change, and merely relative as compared with the realities of the 
ca.se, it can be stated as an undeniable fact that the cost of living has risen continu- 
ously. To be convinced of this, all that one need do is to go into the market place 
or to open a kitchen account book. Let us talk of salads and onions, rabbits and 
poultry, eggs and fruit, salted meats and wine, even if this should bring a wrinkle 
to the nose of economists and financial experts in their professorial gowns and lec- 
ture halls. Poultry which cost 15-20 lire a kilogramme last year has gone up to 
35-40 lire; the raf3bit, the humble, self-supporting rabbit, has gone up from 6 to 15 
lire a kilogramme. The prices of fruit and of green vegetables have, for some 
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Official price regulation through price-stop decrees or otherwise 
does not by itself alter the forces of supply and demand. When a price 
is kept down artificially, demand will exceed supply, and the com- 
modity may disappear from the market. To render price control ef- 
fective, demand has had to be restricted through rationing, priorities 
and similar means. In Germany, after the proclamation of the price- 
stop in 1936, the restriction of demand by such measures was carried 
to great lengths, culminating in the general scheme of rationing im- 
posed at the outbreak of war. In France, where a price-stop was 
imposed in September 1939 without the necessary checks on demand 
(rationing being practically non-existent up to the spring of 1940), 
commodities tended to be withheld by the sellers, and black markets 
developed on a considerable scale. 

The only field where, in the face of real scarcity, a price-stop has 
actually stopped price increases without the aid of quantitative re- 
strictions on demand would seem to be that of rents. Rents have been 
officially pegged and, it would seem, actually more or less stabilized, 
in most countries of Europe, in Japan and in defence areas in Canada. 

But the tendency for prices to rise, especially at the beginning of 
the war, was not only due to real scarcity. The impelling factor was 
often an expectation of scarcity, the fear (or hope) of a future rise 
in price. In such a situation, the ordinary law of supply and demand 
may cease to function. An initial rise in price creates the impression 
that prices will rise further. In consequence, demand will increase, 
and supply will be withheld. Maximum price regulations, accom- 
panied by moral pressure, penalties, or threats of publicity, have 
sometimes been effective in curbing such speculative tendencies. 

varieties and at certain periods, doubled. The prices of wine, salted meats and fats, 
have increased in proportions varying between 25 and 50 per cent, and the percentage 
increase in the cost of butter has been markedly greater. . . . 

“Some price increases are the result of seasonal and productive movements or are 
due to special circumstances. Some increases are due to greater intermediate costs 
and are inevitable. Some were, in the first place, regarded as necessary. ... On these 
normal and regular increases, however, there have been grafted considerably greater 
increases of a purely speculative character due to the disproportion between, on the 
one hand, the scarcity of goods, or the more active demand for goods, and, on the 
other hand, the abundance of money which is widely offered, and often dishonestly 
offered, in the form of premiums for the purpose of cornering and hoarding rationed 
articles. It is these inflationary prices which constitute a depreciation of the lira in 
one of the widest sectors in which it has to perform its work. 

“There is, furthermore, one sector of consumers* goods which, more than any 
other, seems most readily to yield to the attraction of the whirlpool of inflation. I 
mean the so-called pleasure and luxury articles of consumption. . . . There are lux- 
ury trades, bars, pastrycooks, restaurants and shops, where the impression is readily 
created that money has already depreciated to the extent of 50, 70 or 100 per cent.** 
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Other methods have also been used to influence the price expectations 
of the public and their behaviour on the market. In Switzerland, for 
example, retail stores were asked in the autumn of 1940 not-tOLgive 
publicity to price increases. In the United States, the major retail 
oYgarfiz^tions undertook to ask their members to desist from ‘'scare 
advertising.” In Canada, a speculative wave of sugar hoarding was 
mastered by feeding all available stocks to the market. 

The “ceilings” set on certain wholesale prices in the United States 
in the early months of 1941 were mainly aimed at combating specu- 
lative developments. It was officially pointed out that the rise in prices 
was due to the accumulation of more or less speculative inventories 
and not to any real scarcity. Maximum prices were established for 
most non-ferrous metals, steel scrap, and iron and steel mill products 
except pig iron. Prices of steel scrap declined after reaching a peak 
at the beginning of the year and prices of non-ferrous metals were 
reduced in the spring. As a result, there developed a sharp contrast 
between the movement of metal prices and that of other basic com- 
modities, as shown in the accompanying diagram. The rise in the 

Diagram 7 

Wholesale Prices in 

the United States 

Source: Board of Governors of the Fed- 
eral Reserve System. Based on Bureau 
of Labor Statistics index of 28 basic 
commodities. Federal Reserve classifica- 
tion of 6 metals and 22 other commodi- 
ties. Latest figures shown are for July 
3 ist, 1941. 


latter group was partly due to certain Government measures tend- 
ing to raise prices of farm products, to which reference is made be- 
low. In May 1941, Federal action to limit price advances was ex- 
tended to commodities other than metals (such as cotton yarn, and 
certain imported commodities).^ 

It should be mentioned that the stability of metal prices in the 
United States, though undoubtedly due in large measure to the 
elimination of forward buying, was supported by some restriction of 
demand in the form of industrial priorities. 

Speculative tendencies have proved fully amenable to control when 
supplies have been adequate to meet all legitimate demands. But the 
“speculation” which has invariably developed in conditions of real 
scarcity combined with currency inflation has been of a different 

^ Cf. Federal Reserve Bulletin, June 1941, pages 498-99. 


WHOLESALE PRICES OF BASIC COMMODITIES 
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order. In such countries as China, Italy, and Yugoslavia, hoarding 
and cornering of goods on the part of speculators has been blamed for 
!the rise in prices. ‘ But experience has shown that commodity hoard- 
ing and speculation always develop when inflation is in progress. 
This is simply the familiar “flight into commodities” ; it is a conse- 
quence of inflation rather than its cause. In such conditions, official 
price fixing has proved of little effect if unsupported by drastic checks 
on demand. 

In Germany, price fixing has been accompanied by extremely dras- 
tic checks on demand. The “price-stop” introduced in 1936 was re- 
tained at the beginning of the war. But prices were no longer justified 
merely because they complied with the price-stop decree. Failure to 
reduce prices to the utmost possible extent was made a punishable 
offence in the same way as an unjustified increase." Under the War 
Economy Decree of September 4th, 1939, special cost increases such 
as those resulting from war risks or even war losses were not al- 
lowed to be passed on in higher prices. In general, the price control 
came to be used increasingly as a means of enforcing efficiency and 
economy in production. This^was importanl^n^e competition and 
the profit motive — the forc^ that en^xftf and’ economy in 

Sflt^pfice system — -were more and more eliminated. Yet, within the 
framework of the price control, certain elements of competition have 
been retained. Thus, for example, an order was issued on April 15th, 
1941, fixing the prices and margins applicable to each stage in the 
process of manufacture and distribution for certain standardized 
articles of clothing. Only those weavers who could deliver the cloth 
at the fixed price were to receive the requisite supply of yarn ; only 
those manufacturers who could turn out the finished article at the 
fixed price were to receive the cloth, and so on. This system naturally 
involved the concentration of manufacture in the low-cost undertak- 
ings. 

Germany is not the only country where price control has been 
treated as an instrument to promote economy in production. In the 

’ In the Italian article quoted above, reference was repeatedly made to speculation 
as a cause of the rise in prices. In Yugoslavia, the Finance Minister made a state- 
ment in January 1941 attributing the price rise to “the immoral, unscrupulous and 
almost criminal greed” of speculators (Cf. Neue Zurcher Zeitung, February 13th, 

^941). . . , . 

2 An attempt was made at the beginning of the war even to reduce wages, but it 
proved unsuccessful. (See Chapter I, page 29.) To what extent the German price 
control has been effective is difficult to judge. There is no doubt as to the existence 
of “black markets” in Germany, since penalties for infringements of the price regu- 
lations are frequently reported in the German press. Moreover, German publications 
(such as Der deutsche Volkswirt of March 7th, 1941) have admitted that “non- 
essential” consumption goods not subject to the same degree of rationing as the 
“essential” have substantially increased in price. Such goods seem to enter hardly 
if at all into the composition of the official indices. 
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United States, for example, it has been pointed out that, if all in- 
creases in cost should be reflected in price increases, this would “put 
every manufacturer on a cost-plus basis ; a cost-plus basis . . . does 
not stimulate the individual manufacturer to strenuous efforts to 
keep prices down. . . . An agreement in advance that price increases 
which result from wage advances will be approved would cause many 
business men to become careless in their negotiations on wages. . . . 
Business must be asked to absorb cost increases up to the point where 
profits are at a reasonable level.*'^ 

Thus the emphasis has tended to shift from protection of the con- 
sumer to efficiency and direction of output. Prices have sometimes 
been deliberately raised in order to stimulate production. This has 
been the case for agricultural prices in the United Kingdom, the 
Netherlands and Germany, for example. In Germany, an important 
instance of this policy was the increase in the price of milk and butter 
in March 1940, designed to combat the shortage of fats. 

In Japan, price control (established in 1937) has continually wav- 
ered between the Government’s declared low price policy and the 
need to pay high prices to secure maximum production, especially of 
armaments. The Japanese price control, comprising both a general 
price-stop and the fixing of 100,000 prices of individual commodities, 
was therefore constantly in the nature of a compromise and, ac- 
cording to a Japanese publication of October 1940, had actually “very 
little effect,”^ More recently, a solution seems to have been sought in 
a rigorous application of price control to consumers’ goods (com- 
bined with restriction of consumers’ demand by rationing, wage con- 
trol and compulsory saving) while allowing prices of war materials 
to rise.® According to the available indices, prices of “producers’ 
goods” rose by 6% in the second half of 1940 while those of con- 
sumers’ goods declined by 2%. This may be contrasted with move- 
ments in the United States, where metals declined in price in the first 
half of 1941, while other commodities were allowed to rise. 

The measures described so far relate in the main to the domestic 
market. The control of import prices has received special attention 
in certain countries. Thus Germany’s insistence on a high exchange 
value for the Reichsmark^ has been motivated by her desire to import 
at low prices in terms of the national currency. It has undoubtedly 
helped to keep down the general price level in Germany ; at the same 
time, of course, it has made it more difficult to prevent prices from 

^ Leon Henderson and Donald M. Nelson, “Prices, Profits and Government,” 
Harvard business Review, Summer Number 1941. 

- Oriental Economist, October 1940. 

® Cf. New York Times, June isth, 1941. 

* See Chapter V. 
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rising in the countries exporting to Germany. The Danish Govern- 
ment and National Bank proposed early in 1941 to revalue the krone 
in order to check the rise in prices ; but the proposal was abandoned 
in view of German opposition. In the trade with countries under her 
control, Germany removed her export subsidies and thus increased 
the prices of her export goods. In the Netherlands and other occupied 
countries, it was expressly provided that the price-stop introduced 
after the occupation was not applicable to imported goods. There was 
thus a sharp deterioration in the terms of trade of these countries, 
which, as money wages were kept down, showed itself in a fall in real 
wages. In an article published in Wirtschaftsdienst on October 8th, 
1940, the head of the Economic Department attached to the German 
Commissioner in Norway expressed the hope that “with the reduc- 
tion of real wages and, consequently, the standard of living, the con- 
ditions for the integration of the Norwegian economy into the econ- 
omy of Europe will one day be completed.” 

In some cases, prices of imported goods have been kept down at 
the expense of the Treasury. Switzerland, Sweden and Saudi Arabia 
have sacrificed Government revenue by reducing import duties for 
this purpose. The policy of subsidizing imports, widely applied dur- 
ing and after the war of 1914-18. was taken up again in a number of 
countries, including France, the Netherlands, Switzerland and Japan. 

The system of subsidies found its most general application in the 
United Kingdom. From December 1939, the retail prices of im- 
portant foodstuffs including bread, milk and bacon were held down 
by Government subsidies at a cost of about £100 million in the twelve 
months to March 1941.' In his Budget speech of April 7th, i94T,The 
Chancellor of the Exchequer announced a further extension of this 
policy so as to stabilize the cost of living index as a whole, though not 
each individual item, at a range of 125 to 130% of the pre-war level. 
The subsidies were to cover increases of prices of imported goods and 
of transport costs but not of wages. When, therefore, a few weeks 
later, the wages of coal miners were raised, the price of coal (except 
for household use) was also increased. 

The general policy of subsidizing the cost of living in the United 
Kingdom was intended to create conditions in which the level of 
wages could be held reasonably stable.^ Many other countries have 
taken action to prevent an upward spiral of wages and prices, but 
the more frequent method has been to act directly on wages instead 
of on the cost of living. Japan, France and Germany decreed a com- 
plete or partial wage-stop in the early months of the war. A wage- 

1 Other measures of price control in the United Kingdom in the early months of 
the war are referred to in Chapter I. 

2 Cf. Budget speech, The Times, April 8th, 1941. 
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stop was immediately proclaimed in each of the countries occupied by 
Germany. The sliding scales whereby wages had been adjusted to 
the cost of living in Belgium, Denmark and Norway were abolished. 
In Norway, wage supplements granted in the preceding months were 
withdrawn. Though certain increases in wages have since been made, 
real wages have suffered a considerable decline. 

In Sweden, under the terms of a collective contract signed in De- 
cember 1939, wage rates were to be increased by only 75% of the 
rise in the cost of living. A new agreement was concluded in January 
1941, restricting further the possible increase in wages. 

In Canada, an Order of December i6th, 1940, provided that there 
should be no increase in basic wage rates above the maximum wage 
paid in the {xiriod since 1926; at the same time, it introduced a cost- 
of-living bonus of $1.25 per week for each rise of 5% in the cost of 
living. 

In certain primary producing countries, the problem of war-time 
price control was to check a fall in prices rather than a rise. Stocks of 
basic commodities accumulated owing to the loss of European mar- 
kets, and attempts were made by the Governments concerned to pre- 
vent these stocks from unduly depressing prices and producers' 
incomes. 

Neither the problem nor the methods of dealing with it were new. 
In countries such as the Argentine, Brazil and the United States, 
various measures had been adopted in the preceding ten years to 
counteract the ovcrsupply of primary j)roducts and the decline of 
agricultural prices. After the outbreak of the war, many of these 
measures were simply continued or extended. Governments fixed 
minimum prices or undertook to make purchases for stock or took 
measures to stimulate domestic demand for products affected by the 
loss of foreign demand. In certain cases, they found a market for 
surplus goods by offering them at a lower price to consumers in the 
lowest income classes. The United States food stamp plan, initiated 
in May 1939, is the most remarkable example of this policy of price 
discrimination designed to dispose of surplus products while keeping 
up prices for the majority of buyers.^ There have been similar meas- 
ures elsewhere, for example, in Canada, to clear apples for which the 
overseas market had fallen away. 

^ Under this plan families on relief or with very low incomes are given one blue 
stamp for every two orange stamps they buy at par (all stamps are for the value of 
25 cents). The orange stamps can be used to purchase any foodstuffs; the blue 
stamps for the purchase of certain foods designated as “surplus commodities.*^ The 
stamps have to be accepted at their par value by retailers, who collect their counter- 
value in money. Thus the ordinary channels of trade are used to dispose of the sur- 
plus commodities. There is an understanding between the authorities and the retail- 
ers as to the prices charged by the latter for commodities sold under this scheme. 
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Instead of buying at a guaranteed price, Governments have often 
used crop loans to induce primary producers to withhold surplus 
stocks from the market. In the United States, a law was passed in 
May 1941 under which producers of wheat, corn, cotton, tobacco 
and rice were to receive loans up to 85% of the “parity price,’' that 
is, the price at which farmers’ purchasing power over non-farm com- 
modities would be the same as during the period from August 1909 
to July 1914. 



CHAPTER V 


INTERNATIONAL MONETARY RELATIONS 

There was an important difference in the international financial 
position of the two principal belligerents at the beginning of the war. 
The United Kingdom had large foreign assets at her disposal : gold, 
foreign bank balances and investments of various kinds. Thanks 
to these assets the British Government was able to finance a much 
larger volume of purchases from overseas countries than would 
have been possible otherwise. The importance of this factor in a 
nation’s war economy will be readily appreciated. In the absence of 
borrowing or direct assistance from abroad, the sale of existing 
foreign assets is the only means whereby a country can draw upon 
the economic resources of the outside world to secure the goods 
and services needed for the war effort without having to furnish 
exports in return. The problem of financing a war-time “import 
surplus” constitutes what may be called the problem of external 
war finance, as distinct from the problem of internal war finance 
(dealt with in the preceding chapter), which is concerned with the 
mobilization of domestic resources. 

Germany started the war almost without any foreign assets. The 
method of “external financing” as employed by the United Kingdom 
was not open to her. Through military conquest and political pres- 
sure, however, Germany acquired the means to extract economic 
“assistance” from other countries. Especially after the spring of 
1940, she obtained supplies of commodities from countries under 
her control without having to provide a corresponding volume of 
exports in exchange. The financial methods used for this purpose, 
though obviously of secondary importance in comparison with force, 
will be mentioned in the last section of this chapter. Let us begin 
by considering the methods of external finance practised by the 
United Kingdom from the very outset of the war. 

British Exchange Control^ 

Mobilization of foreign exchange resources for the financing of 
war purchases abroad was the main objective of the British system 

1 The exchange restrictions introduced in the United Kingdom and in a number 
of other countries at the beginning of the war were examined in some detail in 
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of exchange control adopted in September 1939. In this respect the 
British control differed widely from the currency restrictions intro- 
duced elsewhere in, say, 1931 or 1932. These were adopted in most 
cases by debtor countries, and were closely bound up with transfer 
moratoria and similar measures. In the British regulations, provisions 
for the compulsory declaration, registration and sale of private hold- 
ings of gold, foreign exchange and foreign securities played a prom- 
inent part. 

The mobilization of exchange resources made it necessary to pre- 
vent or restrict the export of capital from the United Kingdom. 
Exports of domestic capital were completely prohibited. The case 
of foreign-owned funds w^as less simple. The British authorities 
refused to supply exchange for the withdrawal of such funds at 
official rates. But since the transfer of sterling balances from foreign 
to British ownership was not prohibited — since, in other words, for- 
eign balances in the United Kingdom were not “blocked'' — foreign 
holders could sell their sterling balances to other foreigners who had 
payments to make in the United Kingdom, say, for goods purchased 
there. Thus an unofficial exchange market in sterling grew up in 
certain centres outside the United Kingdom, principally in New York, 
where the rates quoted were often considerably below the official 
mean rate of $4.03 to the pound. The effect of this system was that a 
part of the proceeds of British exports became available, not to the 
British authorities, but to the non-residents who were liquidating 
their sterling balances. According to an official estimate, such capital 
withdrawals amounted altogether to about $300 million.^ 

This system was radically altered in June and July 1940. In the 
first place, foreign holdings of British securities were virtually 
“blocked" : permission was no longer granted to sell such securities 
in the United Kingdom or to transfer the proceeds through the 
unofficial market.^ Secondly, the export trade was subjected to a 

Money mid Banking, J939/40, Vol. i {Monetary Review), published by the League 
of Nations in May 1940. The information given in that volume is not repeated here. 
In particular, no reference is made here to the French system of exchange control, 
which, as it stood in the spring of 1940, was described in the Monetary Review 
(Chapter i, “War-Time Control of Exchanges”). The present account is confined, 
in the main, to the United Kingdom and the “sterling area,” and its purpose is to 
bring the information given in the Monetary Review up to date. 

^ See Table 2, below. 

2 “Blocking” in a narrower sense was introduced in November 1940, when it was 
decreed that capital funds due to non-residents, originating in redemption of securities, 
legacies, sale of real estate, etc., must be paid into “blocked accounts.” This meant 
that the money could not lie used for payments of any kind in the United Kingdom. 
It could only be invested in British Government securities. 
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stricter control, with a view to making it impossible to use sterling 
obtained in the unofficial market for the purchase of British goods. 
Thus, exports to the United States and to Switzerland — the two 
remaining “strong-currency” countries — had to be paid in U.S. 
dollars or Swiss francs, or in sterling bought at the official rates. 
For purposes of current settlements, banks in the United States and 
in Switzerland were allowed to operate “registered accounts” in the 
United Kingdom. A similar arrangement was made for Canada and 
Newfoundland, whose banks were permitted to open so-called “au- 
thorised accounts” in the United Kingdom. The most important 
unofficial market for sterling had been in New York; and the chief 
eflFect of the new regulations was to canalise into the official market 
all transactions between the United Kingdom (and, indeed, the whole 
sterling area) on the one hand and the United States on the other. 
As a result, the spread between the free market rate quoted in New 
York and the official rate in London was practically eliminated. 

This facilitated the conclusion of bilateral payments agreements 
with other countries outside the sterling area. So long as sterling 
could be purchased at less than the official rate in New York, these 
countries had an inducement to pay for their imports from the United 
Kingdom with the cheaper sterling obtainable on the free market. 
With the virtual abolition of the free market, their reluctance to 
settle current payments to the United Kingdom at the official rate 
disappeared. The agreements which the United Kingdom concluded 
with them amounted in fact to bilateral exchange clearings. It was 
arranged that all payments between the United Kingdom and the 
countries concerned would be cleared through so-called “special 
accounts” maintained by these countries with certain authorized banks 
in the United Kingdom. Agreements of this kind were made with a 
large number of countries, such as the Argentine and Brazil in June 
1940, Portugal in July, Peru and Greece in August, Uruguay in 
September, Chile in November and Spain in December 1940. Japan 
and the U.S.S.R. were among the countries with which no such 
agreements were concluded. 

A noteworthy departure from the bilateral character of these 
arrangements was made in the payments agreement concluded by the 
United Kingdom in the spring of 1941 with twelve Central-American 
republics, including Cuba, Ecuador, Mexico and Venezuela. The 
method of settlement through “special accounts” was retained ; but 
the twelve countries were treated as one, so that sterling balances may 
be freely transferred between nationals of different countries in the 
group. 



— 130 


The Sterling Area 

At the beginning of the war, when the pound was allowed to depre- 
ciate by 14%, most of the non-British members of the sterling group 
— such as Sweden, Norway, Denmark, Finland, Estonia, Latvia, 
Portugal — severed their link with sterling and adopted, instead, a 
fixed relationship with the United States dollar. Canada, Newfound- 
land and Hong Kong remained outside the sterling group. On the 
other hand, certain non-British countries such as Egypt and Iraq 
remained inside. With these exceptions the sterling area became 
practically co-extensive with the British Commonwealth of Nations. 
After the spring of 1940, arrangements were made with Ice- 
land, the Netherlands Indies, the Belgian Congo and the Free 
French Colonies, whereby these countries became in effect members 
of the sterling group.^ 

Membership of the sterling group means two things. In the first 
place, the “sterling countries” keep their exchange rates fixed in 
relation to the pound. Secondly, they hold their external exchange 
reserves partly or wholly in sterling, in the form of bank balances or 
short-term investments in London. This second characteristic has had 
important results for the external war finance of the United Kingdom. 
The system is not new; before the war, these countries found it con- 
venient to hold their exchange reserves in the form of sterling bal- 
ances as a result of the close commercial and financial ties which they 
maintained with the United Kingdom. The introduction of exchange 
control in the United Kingdom and in all the other sterling countries 
reinforced this practice and strengthened the general cohesion of the 
system. Within the sterling area, a certain freedom of payment was 
maintained. Under the exchange regulations of the United Kingdom, 
transactions with other sterling countries were at least partly exempt 
from restriction. The regulations adopted in the other sterling coun- 
tries provided in most cases for similar exemptions or relaxations. 
Thus, for all practical purposes, the sterling area became one monetary 
unit. Within this unit, the United Kingdom could pay for all the 
goods she bought with her own money, with pounds sterling. 

Under this system, then, an excess of British purchases in the 
sterling area over payments currently effected by these countries to 
the United Kingdom leads automatically to an increase in their sterling 
exchange reserves. But that is not all. A surplus in their transactions 
with the non-sterling world tends likewise to increase their sterling 

1 France was virtually a member of the sterling group until June 1940. At the 
beginning of the war the franc accompanied the decline in the dollar value of the 
pound. In December 1939 a monetary agreement was concluded between France and 
the United Kingdom providing inter alia for unrestricted conversion of francs into 
sterling and Tnce versa. (See Monetary Revieiv, 1940, Chapter i.) 
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reserves, since the foreign exchange received is usually delivered to 
the British authorities in exchange for sterling funds in London. 
Sterling area balances in London are invested directly or indirectly 
in British Government obligations, principally Treasury bills. In this 
way the British Government obtains in effect short-term credits from 
the sterling area, which help to cover its budget deficit, and which 
represent the financial counterpart of the contribution made by these 
countries to the British war effort in terms of goods and services. 

The increase which has taken place in the central exchange reserves 
of certain sterling area countries since the beginning of the war is 
shown in the following table. The table serves as an illustration only ; 
it is by no means complete. It does not cover a number of lesser coun- 
tries and colonial territories, for which recent figures are not available. 
The reserves of these lesser countries may be comparatively unim- 
portant individually, but their aggregate amount is undoubtedly sub- 
stantial. Moreover, the table, except in two cases, does not include 
commercial banks, which, in countries such as India and South Africa, 
are believed to hold considerable sterling balances. In order to facili- 
tate comparison, the figures are given in pounds sterling, converted 
from the national currencies at the fixed rates of exchange which these 
countries maintain with the pound. 


Exchange Reserves of Certain Sterling Area Countries. 


Pounds sterling (000,000’s) 


Australia: Commonwealth Bank 
New Zealand: Reserve Bank. . . 
New Zealand: Trading Banks. . . 

India: Reserve Bank 

South Africa: Reserve Bank. . . . 

Egypt: National Bank. . 

Ireland: Currency Commission. . 
Ireland: Irish Banks 


Aug. 1939 Dec. 1939 Dec. 1940 April 1941 


25.3 

35.7 

69.4 

60.0 

4.6 

7.0 

9.3 

16.4 

2.6 

5.7 

9.6 

9.4 

50.2 

84.7 

141.6 

103.2 

6.4 

8.0 

0.8 

0.7 

17.9 

21.7 

34.1 

35.7 

7.5 

9.4 

12.6 

10.9 

61.8- 

65.4** 

68.8“ 

74.0® 


^ Second quarter 1939. 

Fourth quarter. 

® First quarter 1941. 


The figures for Australia are subject to reserve. As a result of the 
exchange regulations adopted in the autumn of I939> Common- 
wealth Bank at that time took over a certain amount of sterling funds 
from the trading banks, and the increase in the Bank’s exchange 
reserve was partly due to this transfer. 

The decline in the South African exchange reserve in 1940 was 
entirely due to the redemption of a South African Government loan 
in the United Kingdom. 
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It may be well to observe once more that these figures understate 
the funds thus rendered available to the United Kingdom, as they 
leave large parts of the sterling area out of account.^ 

Nor is this the only means by which the sterling countries have 
contributed to the British system of external war finance. These 
countries are mostly debtor countries on long-term account, and their 
principal creditor is the United Kingdom. Some of them have been 
in a position to repurchase large amounts of Government bonds and 
other securities which they had issued in London in the past. In this 
way they have placed at the disposal of the United Kingdom funds 
in their own local currencies, which the British Government has been 
able to spend on the essential materials and foodstuffs they produce.* 

* In a number of cases, the British Government, in order to help the producers 
overseas, has used some of these funds for the purchase of large quantities of crude 
products not immediately required by it. 

The procedure by which American dollar securities held in the 
United Kingdom have been requisitioned by the British Treasury and 
sold in New York is well known. Essentially the same policy has been 
applied to some extent to the United Kingdom’s investments in the 
Empire. The case differs from the mobilization of dollar securities 
only in that the Empire countries, being mostly debtor countries, do 
not have large and well-developed capital markets to absorb the 
securities offered by the United Kingdom. Nevertheless, some of these 
countries, aided partly by the decline in their domestic interest rates — 
itself to some extent a result of the expansion in their central bank 
exchange reserves — have been able to float domestic Government 
loans the proceeds of which have in effect been delivered to the British 
Treasury in exchange for the repatriated securities. 

The first example of this procedure was provided by Canada as 
early as October 1939, when 3 > 4 % sterling bonds amounting to 
$( Canadian) 90 million or £20 million were repatriated from the 
United Kingdom by means of a domestic loan. Similar operations 
followed in 1940. Canada is not technically a member of the sterling 
area; she has kept her exchange rate linked to the U.S. dollar as well 
as to the pound since September 1939. But in the matter of monetary 
assistance to the United Kingdom, Canada has acted as a full member 
of the sterling group. Her monetary authorities have been willing to 

1 In addition, as a result of British purchases, there seems to have been a con- 
siderable accumulation of sterling in the siMJcial accounts of some of the countries 
outside the sterling area with which the United Kingdom has concluded bilateral 
payments agreements, and this has been similar in effect to the increase in the 
exchange reserves of sterling area countries. Countries such as the Argentine, Uru- 
guay and Portugal appear to have had a strongly favourable balance of payments 
with the United Kingdom in 1940. Others, however, such as Brazil and Peru, have 
experienced a shortage rather than surplus of sterling funds in their Special Accounts 
in London. 
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hold increasing amounts of sterling in London ; and she has repatri- 
ated a considerable part of her long-term sterling debt. According to 
official data, assistance rendered to the United Kingdom in these two 
forms together amounted to $( Canadian) 487 million or about £110 
million in the first eighteen months of the war. Of this, $332 million 
was made available by the repatriation of securities — Dominion (k)v- 
ernment bonds alone accounting for about $260 million — and $155 
million was provided by an increase in the sterling balances of the 
Canadian exchange authorities.^ 

The Union of South Africa, as stated before, placed a sum of 
£7.9 million at the disposal of the United Kingdom by redeeming a 
British-held sterling loan of the Union Government in June 1940. 

The Government of India, in February 1940, made various types 
of rupee securities available to the domestic market in exchange for 
sterling bonds. About £24 million of India’s sterling debt was repatri- 
ated during the first half of 1940.^ In February 1941 the United 
Kingdom Government ordered the requisitioning of seven Indian 
sterling loans totalling £84 million with a view to returning them to 
India to finance its purchases there. 

It is clear from these examples that the United Kingdom, besides 
mobilising her reserves of U.S. dollars, has also made use of her 
investments in debtor countries for the purposes of external war 
finance.^ 

! The total nominal amount of British overseas investments at the 
end of 1938 has been estimated as follows 

£ (millions) 


Dominion and Colonial Government securities 993 

Dominion and Colonial municipal securities 88 

Foreign Government and municipal securities 317 

Investments in British companies operating abroad 1,209 

Investments in foreign and Dominion companies 685 

Unquoted investments 400 


Total 3,692 


The first three groups of investments consisted entirely, and the 
remaining groups partly, of fixed interest securities. Of the assets 
liquidated by the United Kingdom in debtor countries, by far the 

1 The Canadian balance of payments is considered further in Chapter VIII, 
page 231 ff. 

2 Cf. The Banker f March 1941. 

2 The examples given refer to Empire countries. There have been similar trans- 
actions with non-Empire debtor countries. Thus Portugal repatriated her sterling 
debt of £27 million in July 1940. Negotiations are known to have been in progress 
with the Argentine concerning the repatriation of Argentine Government and railway 
securities held in the United Kingdom. 

^Cf. Sir Robert Kindersley: ‘‘British Overseas Investments, 1938,” in The 
Economic Journal, December 1939. 
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greater part has consisted of fixed-interest investments (chiefly Gov- 
ernment bonds). Repurchases of equities by debtor countries have, 
indeed, occurred;^ but their total amount has been relatively insig- 
nificant. The liquidation of British investments in debtor countries 
may no doubt have far-reaching and disturbing consequences for the 
future; but the fact that this liquidation affects predominantly fixed- 
interest debts rather than equities may not be altogether undesirable. 
The fixed foreign debt service of primary producing countries has 
frequently been regarded, in the past, as a factor tending to aggravate 
the fluctuations in the export prices and national incomes of these 
countries. 

Gold and Dollar Resources ok the Sterling Area 

A full report on the financing of British purchases in the United 
States in the first sixteen months of the war was submitted by the 
United States Treasury Department to the House of Representatives 
on January 21st, 1941. The figures given in the next three tables 
are all reproduced from this statement,^ which, in turn, was based 
on data supplied by the British Government. 

The first table shows the British gold reserves, dollar balances and 
investments in August 1939, and December 1940. 

Table i. United Kingdom Gold and Dollar Resources. 


Amount held on: 


$(000,000’s) 

Aug. 31, 1939 

Dec. 31, 1940 

Decrease 

Gold 

2,038 

292 

-1,746 

Dollar balances 

595 

359 

- 236 

Marketable securities* 

950 

616 

- 334 

Direct and miscellaneous investments*. . . 

900 

900 

— 

Total 

4,483 

2,167 

-2,316 


* Market value. 

Of the $292 million of gold held by the British authorities at the 
end of 1940, $30 million was stored in places from which it could not 
be quickly or safely shipped to the United States; and $21 million 
was reserved against outstanding forward exchange commitments. 
The remaining free gold reserve, held presumably by the Exchange 
Equalization Account, thus amounted to only $241 million, the 
equivalent of £60 million. Of the $359 million of dollar balances, 
private balances accounted for $305 million, which was considered 

1 South African nationals, for example, are reported to have bought back gold 
mining shares from the United Kingdom. (Cf. The Banker, March 1941*) 

2 As published in the Federal Reserve Bulletin, February 1941. 
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the minimum necessary for current transactions. Of the total of 
$2,167 million, therefore, $356 million was not readily available. The 
net available total of British gold and dollar assets at the end of 1940 
was $1,81 1 million. 

The extent to which the four classes of assets were utilized during 
the period corresponded broadly to their degree of liquidity : gold, at 
one end of the scale, was drawn upon heavily, while direct invest- 
ments and similar assets were not reduced at all. Total gold and 
dollar resources declined by $2,316 million or about £580 million; 
and 75 % of this was accounted for by the reduction in gold reserves. 
Holdings of dollar securities were reduced by $334 million, equivalent 
to £83 million. The amount of dollar securities requisitioned in the 
United Kingdom during the period seems to have been considerably 
greater. This shows the difficulty of liquidating large blocks of se- 
curities in a short space of time without overstraining the market. 
According to the official statement, not all of the $334 million of 
securities sold were, in fact, sold on the capital market (that is, 
through banks, brokers and dealers) ; some were disposed of by 
direct sales to investors in the United States. 

The decline in total gold and dollar assets by $3,316 million reflects 
the United Kingdom’s “dollar deficit.” The balance of receipts and 
expenditures which gave rise to this deficit is set out in Table 2. 
Interest attaches chiefly to the first column of the table, relating to 
the amounts actually realized in the 1 6 months covered by the report. 
The second column reproduces the official estimates for 1941, which 
may or may not be realized in fact ; and at least one of them is subject 
to reserve, as indicated in a footnote to the table. 

The main purpose of the table is to account for the decline in the 
United Kingdom’s gold and dollar resources from August 1939 to 
December 1940. But the table covers the dollar payments and dollar 
receipts not of the United Kingdom alone, but of the whole sterling 
area including the United Kingdom. “The reason for regarding the 
net gold and dollar expenditures of the whole sterling area as a 
drain on the gold and dollar resources of the United Kingdom lies 
in the special nature of the exchange control regime which was es- 
tablished in the sterling area at the outbreak of the war. Under this 
r%ime, the United Kingdom undertakes to make available to the 
other sterling area countries the dollar exchange which they may 
currently require to settle unfavourable balances in their dollar 
transactions. On the other hand, any surplus gold or dollar exchange 
which such countries may currently acquire from international trans- 
actions — or, in the case of gold, from domestic production or dis- 



Table 2. Gold and Dollar Transactions of the Sterling Area, 
$(cxx),ooo’s) 


I. Expenditure. 

Sept. 1, 1939- 
Dec. 31, 1940 
(16 months) 

Estimates for 

1941 

Payments to United States by U. K. : 

On British Government orders 
in the U.S.; 

Goods delivered ‘660 

Advance payments — net . 570 

Capital assistance — net. 150 

Total 

1,380 

*>1,274 


For other merchandise imp. from U.S. 

705 

280 


For services (shipping, interest and div- 
idends, etc.) — net 

57 

— 


Total 

2,142 


1,554 

Payments to United States by Sterling Area 
{excluding U.K.)-. 

For merchandise imports from U.S. . . 

435 

333 


For services — net 

18 

5 


Total 

453 


338 

Payments to Countries Other Than U.S. by 
Sterli ng Area : 

Balance of Sterling Area with Canada 
and Newfoundland settled in gold . . 

*225 

*620 


Gold and dollar payments to other 
countries — net 

d500 

247 


Total 

725 


867 

Withdrawal of Capital from Sterling Area 
{principally from U.K.)-. 

By Americans and others through sale 
of free sterling to American importers 

300 



By repayment of outstanding export 
credits required by cash-and-carry 

provision of Neutrality Act 

By liquidation of forward exchange pos- 

200 

— 


ition in dollars 

235 



Total 

735 


— 

Miscellaneous Items and Errors of Estima- 
tion-. 

71 


— 

Grand total 

4,126 


2,759 


II. Receipts. 

Receipts from United States by United King- 
dom-. 

From merchandise exports to U.S. . . 

From services — net 

Total 

Receipts from United States by Sterling Area 
{excluding United Kingdom')-. 

From merchandise exports to U.S... 
Receipts by Sterling Area from sale abroad of 

currently mined and dishoarded gold 

Receipts from use of gold and dollar resources 
held by United Kingdom at beginning of 
period. 

Grand Total 

Footnotes: Sec opposite page. 




205 

165 

— 

15 

205 

180 

640 

560 

965 

®55S 

2,316 

1,464 

4,126 

2,759 
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hoarding — is customarily made available to the United Kingdom.”^ 
It should be noted that the sterling area for the purposes of this 
a total current-account deficit of $555 million. Only a part of this — 
The table is self-explanatory and needs no detailed comment. It 
will be seen that of the pa3rments made on British Government orders 
in the United States between September ist, 1939 and December 
31st, 1940, less than half was for goods actually delivered during 
the period. A substantial amount was paid out as ‘‘capital assistance/' 
to finance the construction of plant, etc., and a still larger sum was 
required for advance payments on orders placed, but not filled, before 
the end of 1940. The estimate given for 1941, as is explained in a 
footnote, represents entirely the remaining payments to be made on 


Table 3. Sterling Area Traiisactions zvith Canada 
and Nezvfomtdland. 


U.S. ?(000,000’s) 

Sept. 1, 1939- 
Dec. 31, 1940 
(16 months) 

Estimates 

for 

1941 

Payments on current account: 




By United Kingdom 

795 


, 

By Sterling Area excluding United Kingdom 

135 


. 

Total 


930 

• 

Receipts on current account: 

By United Kingdom 




275 



By Sterling Area excluding United Kingdom 

100 


• 

Total 


375 

. 

Deficit on current account 


555 

880 

Deduct: Canadian assistance to United Kingdom (re- 
patriation of British-held Canadian securities and in- 




crease in Canadian-held sterling balances) 


330 

260 

Balance entered in Table 2 


225 

620 


1 Federal Reserve Bulletin, February 1941, page 100. 


Footnotes to Table 2. Opposite: 

* Includes goods awaiting export at the year end, and goods exported to Canada 
or other countries for United Kingdom account. 

No provision is made in this figure for prepayments or deliveries on orders placed 
in 1941; the figure represents only payments during 1941 on British Government 
orders placed before the end of 1940. Because of partial prepayment of these orders 
in 1940, these 1941 payments will be considerably less than the value of the goods 
delivered for export during the year. 

® For derivation of this balance see Table 3. 

^ Composed of gold and dollar expenditures of $550 million and dollar receipts of 
$50 million. 

® South African and Australian gold exports. 
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orders placed in 1940 and includes no provision for new orders 
given in 1941. 

In the sterling area’s balance of payments with Canada, there was 
a total current-account deficit of $555 million. Only a part of this — 
the “balance” of $225 million — was settled in gold; a much larger 
part was covered by the repatriation of securities and the accumula- 
tion of sterling balances by the Canadian authorities, amounting to 
$330 million. A comparison of this figure with the figure given 
earlier for the first 18 months of the war — $(Canadian) 487 million, 
equal to $(U.S.) 443 million — shows that in the first two months 
of 1941 Canadian assistance to the United Kingdom amounted to 
$113 million. This suggests that the estimate shown for 1941 — 
$260 million — ^may be substantially exceeded/ 

The amount of newly mined and dishoarded gold sold by the 
'Sterling area was $965 million (Table 2). In addition, there was a 
decline by $1,746 million in the United Kingdom’s gold reserve 
(Table i). Altogether, the sterling area gave up $2,711 million of 
gold during these 16 months. Most of it was acquired directly by the 
United States. Even that part which was delivered in the first instance 
to Canada and other countries ($725 million) was probably taken up 
ultimately by the United States.^ 

The sterling area’s financial position was, of course, very greatly 
relieved by the passage of the United States Lend-Lease Act on 
March nth, 1941. As a result of this law. United States aid is no 
longer limited by the United Kingdom’s current capacity to pay. The 
President of the United States is empowered by the Act to lend to 
the United Kingdom arms and supplies required for its defence. 
Shortly after the signature of the Act, an appropriation of $7,000 
million was passed in order to give effect to it/ This did not mean, 
however, that there was no longer any need for the United Kingdom 
to continue the policy of mobilising its dollar assets. In fact, the 
policy was continued. Only a few days after the passage of the 
Lend-Lease Act it was announced, for example, that an important 
“direct” investment, the British-owned American Viscose Company, 
valued at over $100 million, was sold to a group of banking firms 
in the United States. In July 1941, in order to obviate the need for 
forced and hurried sales of other assets, the Reconstruction Finance 

1 See Chapter VIII, page 231. 

2 In the case of Canada, there is no doubt that the gold was passed on to the 
United States. The Canadian balance of payments with the United States is believed 
to have shown a deficit of approximately $( Can.) 300 million in the calendar year 
1940; and in addition to the gold received from the sterling area, part of Canada’s 
own holdings of gold and U.S. dollar balances was required to meet this deficit. 
(Cf. The Monetary Tunes, Montreal, April 26th, 1041.) 

® Cf. Chapter VIII, page 229. 
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Corporation of the United States Federal Government was authorized 
to make a loan of $425 million to the United Kingdom on the col- 
lateral of British-owned dollar securities and direct investments in 
the United States. 

In April 1941, an agreement was concluded between the United 
States and Canada by which the lend-lease arrangement was extended 
to that portion of the United States exports to Canada destined to 
be re-exported to the United Kingdom after fabrication in Canada. 
Canada’s problem of financing her trade deficit with the United 
States and the resulting strain on her United States dollar resources 
were thereby substantially alleviated, though by no means entirely 
removed. 


Intkrnational Financial Relations of the United States 


For many years before the war the United States received an 
almost continuous flow of capital funds from the rest of the world 
and es])ecially from Europe. Just before the outbreak of war, foreign 
countries are estimated to have held nearly ten billion dollars’ worth 
of bank balances, securities and other investments in the United 
States.^ In addition they held over ten billion dollars of gold. As the 
United States had become practically the only gold importing country 
in the world, this gold was in effect equivalent to dollar balances ; and 
a large part of it had already been shipped to the United States and 
was held there under earmark. 


After the outbreak of the war, all assets held in the United States 
by countries conquered or occupied were blocked by the Treasury in 
order to prevent them from being utilized by the invader. The fol- 
lowing were the amounts of assets frozen in the United States at 
the time of the conquest or occupation of the countries concerned 
in the spring and summer of 1940: 


Norway 

Denmark 

Netherlands 

Belgium 

Luxemburg 

France 

Estonia, Latvia, Lithuania 
Roumania 


$(000,000*s) 

175 

92 

1,619 

760 

48 

1,593 

29 

53 


Total 4,369 

In March and April 1941, the freezing regulations were extended 
to Hungarian, Bulgarian, Yugoslav and Greek assets. In June 1941, 
they were extended to all other countries of Continental Europe, 

* Cf. Federal Reserve Bulletin, January 1941, page 9. 
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including Germany and Italy. In the case of such countries as Sweden, 
Switzerland and the U.S.S.R. the control exercised by the U.S. 
Treasury Department w^as relaxed, on certain conditions, through the 
issue of general licenses. 

From the statistics of capital movements compiled by the U.S. 
Treasury Department — summarized in the accompanying diagram 
(Diagram i) and in the quarterly table (Table 4 given below) — , 
it is clear that the flow of funds to the United States did not come to 
an end after the outbreak of the war. In the last quarter of 1939, it is 
true, the flow was interrupted ; and this was attributed in part to the 
exchange restrictions which a great number of countries, including 
the United Kingdom and France, introduced in September 1939. 
But in 1940 there was again a sharp increase, almost entirely in 
banking funds as distinct from security transactions. 

In the latter part of 1940, the trend changed once more. Inward 
movements were offset to an increasing extent by capital exports 
through the sale of British assets in the United States. With the 
spread of German control on the Continent of Europe, the scope 
for further capital movements from that area became restricted. In 
unoccupied European countries, such as Sweden and Switzerland, 


Table 4. United States: Capital Movements, Balance of Trade, 
and Imports of Gold. 


$(000,000’s) 

Quarters: 

Inflow or Outflow (— 

Increase in foreign Deer, 
bank, funds in U.S. in U.S. 

banking 

Central Other funds 
Bank abroad 

funds 

) of Capital 

Foreign Dom. 
secur- secur- 
ities ities 
Return Inflow 
ofU.S. of 

funds foreign 
funds 

Inflow Total 
in 

broker- 

age 

bal- 

ances 

Excess 

of 

Merch- 

andise 

Exports 

Net 

gold 

im- 

ports 

a 

1939 1 

73 

249 

40 

5 

-31 

16 

353 

173 

721 

II.... 

114 

250 

57 

18 

13 

10 

462 

149 

804 

III... 

127 

241 

11 

12 

-24 

9 

376 

242 

856 

IV... 

-10 

-39 

32 

49 

-44 

-3 

-14 

295 

659 

1940 I 

-3 

112 

-19 

36 

-21 

8 

112 

409 

761 

II.... 

383 

-92 

53 

24 

-21 

10 

357 

362 

1441 

III... 

190 

73 

90 

8 

-47 

3 

315 

315 

1254 

IV... 

89 

-29 

2 

11 

-52 

-1 

20 

310 

643 

1941 I 

107 

-115 

-8 

9 

-40 

-5 

-52 

257 

363 

II.... 

... 

... 

... 

... 

... 

... 

... 

244 

227 


» After deduction of gold placed under earmark for foregin account in the U.S. 
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Diagram i. 

United States: Gold 
Imports, Capital Inflow 
and Export Surplus. 

Cumulative net movements 
since the beginning of 1935. 

Reproduced from Survey ot 
Current Business by permission 
of U.S. Department of Com- 
merce. 

(Sources; Gold Inflow, U.S. 
Department of Commerce and 
the Board of Governors of the 
I'cderal Reserve System; Capital 
Movement, U.S. Treasury De- 
partment; Trade Balance, U.S. 
Department of Commerce.) 



the fear of an extension of the freezing regulations in the United 
States caused many holders of dollar balances to repatriate their 
funds from the United States. Such repatriation, however, did not 
necessarily reduce the total dollar assets of the countries in question, 
but often meant simply a transfer of dollar balances from private 
ownership to the ownership of the central bank. (This transfer is 
clearly reflected in the first two columns of Table 4.) 

Ihe exchange reserve of the Swiss National Bank, for example, 
rose from 399 million francs in June 1940 to 999 million francs at 
the end of the year, and further to 1,276 million at the end of May 
1941. In the process of acquiring the “repatriated’’ dollar balances, 
the Bank lowered the price it was prepared to pay for them in the 
national currency, and the exchange value of the Swiss franc thus 
rose slightly from 22.25 U.S. cents in May 1940 to 23.22 at the 
beginning of 1941. 

For 1940 as a whole, Table 4 shows a total capital import of $800 
million. But these data, based on the weekly statistics reported to the 
U.S. Treasury by banks, brokers and dealers, are incomplete. They 
do not cover such capital exports as have taken place by private sales 
of securities in the United States; as was mentioned earlier, dollar 
securities formerly held in the United Kingdom were often sold direct 
to investors in the United States. Nor do they cover the capital 
imports which have taken place in the form of advance payments and 
capital assistance in connection with British Government orders. 

The complete balance of payments of the United States for 1940, 
reproduced in Chapter VIII below, shows a total recorded capital 
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import of $1,403 million. In addition, there was an export surplus 
of $1,396 million and a residual item of $1,432 million representing, 
in the main, unrecorded capital imports. As a result, gold imports 
in 1940 surpassed all previous records amounting to $4,744 million 
or, after deduction of earmarking transactions, $4,100 million. Of 
the total gold imported into the United States in 1940, as much as 
76% came from the British Commonwealth. 

The monetary gold stock of the United States increased from 
$17,644 million at the end of 1939 to $21,995 niillion at the end of 
1940, or by $4,351 niillion. Even more than in previous years, the in- 
crease in .the United States gold reserve exceeded the world’s current 
gold production, and was therefore accompanied by a reduction in 
gold reserves elsewhere. The world output of gold in 1940 has been 
estimated at 40.5 million ounces, or (at $35 per ounce) $1,417 
million, as compared with 38.8 million ounces or $1,358 million in 
1939.^ But these totals include estimates for the Soviet Union, which 
are subject to doubt. The production of gold outside the U.S.S.R., as 
published in the Federal Reserve Bulletin, is shown below, together 
with the separate figures for the four principal producing countries : 


$ (000,000’s) 

1937 

1938 

1939 

1940 

Union of South Africa 

411 

426 

449 

492 

United States 

.. 168 

178 

196 

207 

Canada 

143 

165 

178 

186 

Australia 

47 

54 

56 

56 

Other countries (excl. U.S.S.R.) 

273 

313 

334 

344 

World total (excl. U.S.S.R.) 

.. 1,042 

1,136 

1,213 

1,285 

Increase in United States monetary gold stock. . . 

. . 1,503 

1,752 

3,132 

4,351 


The diflference between the annual production of gold and the 
annual addition to the gold stock of the United States has greatly 
increased in recent years, as may be seen from the last two lines of 
the table. Less than a third of the increase in the United States gold 
stock in 1940 came out of current production of gold in the world 
(excluding U.S.S.R.). More than two-thirds thus came from previ- 
ously accumulated stocks. But a drain of this magnitude on the gold 
reserves of the rest of the world could not continue indefinitely. At 
the beginning of 1941, with the British reserve nearly exhausted, and 
with most European countries subjected to the British blockade and 
to the freezing regulations of the United States Treasury, there was 
less scope for further gold imports into the United States in excess 
of current world production. In fact, as appears from Table 4 

1 Estimates compiled by the Union Corporation Limited, and published in the 
annual report of Samuel Montagu & Co., London. 
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Diagram 2. 

Increase in US, Gold Stock Com- 
pared zvith Production of Gold. 
U.S. $(ooo,cxx)*s) 


above, ithe inflow of gold slowed 
down appreciably in the first quar- 
ter of 1941/ 

A large part of the diflfercnce 
between current gold production 
and the increase in the United 
States gold reserve in 1940 was 
covered by the drain on the British 
gold reserve, which amounted to 
$1,746 million in the first 16 
months of the war. There was un- 
doubtedly a decline also in the Canadian reserve, but its extent cannot 
be ascertained since the Foreign Exchange Control Board, which 
publishes no returns, took over the gold from the Bank of Canada in 
May 1940. 

Another country which contributed to the flow of gold to the 
United States was France. On the eve of the war, France possessed 
the second-largest gold reserve in the world. The figure of $2, 70c) 
million shown in Table 5 represents the reserve of the Bank of 
France, and does not include the gold held in the French Exchange 
Stabilisation Fund, which was last reported at $477 million in May 

1939. As the Fund probably lost most of its gold in the first half of 

1940, the decline in the total French gold stock was greater than 
the reduction in the Bank’s reserve alone. According to the Bank’s 
annual report for 1940, the whole of its reserve at the end of 1940 
was held outside France (and in all probability outside Continental 
Europe).^ 

The table below includes only countries whose gold reserve showed 
significant changes in the period considered. Many countries did not 
disclose their reserves or showed the same amount during the whole 
period. 

Most of the reduction in the Netherlands gold reserve in 1940 
took place in April. Of the gold reserve remaining at the end of 
the year, a large part was stored outside Europe, as was the case 

1 For a discussion of the various factors pointing to a permanent drop in the rate 
of gold imports, see Federal Reserve Btdletin, May 1941. 

2 Cf. Ncue Ziircher Zeitung, March 25th, 1941. 
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Table 5. Reported Official Gold Reserves of Certain Countries. 


$(000,000’s) End of: 

Aug. 

1939 

Dec. 

1939 

June 

1940 

Dec. 

1940 

April 

1941 

Argentine 

403 

403 

403 

353 

353 

France 

. 2,709 

2,709 

2,000 

2,000 


Mexico 

29 

32 

31 

47 

56 

Netherlands 

771 

692 

625 

617 

614 

Netherlands Indies 

88 

90 

98 

140 

174 

Sweden 

355 

308 

199 

160 

174 

Switzerland 

587 

549 

493 

502 

528 

Union of South Africa 

222 

249 

302 

367 

413 

United Kingdom 

. 2,038 

, 

, 

292 

, 

United States 

. 16,646 

17,644 

19,963 

21,995 

22,506 


with most of tlie other occupied or conquered countries of Conti- 
nental Europe. 

The decline in the gold stock of the Swedish Riksbank in 1940 
was accompanied by an increase in the bank’s foreign exchange 
resources. This w^as true also of the Argentine in the second half 
of the year; but there is reason to believe that the foreign exchange 

acquired by ithe Argentine was 
mostly in sterling, accumulated on 
clearing account with the United 
Kingdom, whereas the gold was 
used to meet a current deficit in the 
Argentine’s balance of payments 
with the United States. 

But there wx^e also some coun- 
tries, other than the United States, 
which gained gold in 1940. The 
Netherlands Indies gained a large 
amount of gold as a result of a 
great and growing demand for tin 
and rubber on the part of the 
United States. Mexico gained 


Diagram 3. 

Latin- American Exchange Rates 
in U.S. cents per national cur- 
rency unit. 

Argentine and Brazil : 

A — official, B — free rates. 
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some gold as a result of an inflow of capital, and the exchange value of 
the Mexican peso appreciated by 23% from about 16.65 cents 
at the beginning of 1940 to about 20.50 at the beginning of 1941. 

In most of the other Latin-American countries the exchange 
situation deteriorated appreciably. Restrictions on foreign payments 
were in some cases tightened up, and exchange rates tended to de- 
preciate. Thus Venezuela not only introduced a new and severe 
system of exchange and import control in October 1940, but also 
allowed her currency to depreciate (see Diagram 3). Paraguay 
adopted a stringent control system in March 1941. The Peruvian 
sol continued to depreciate. In the latter part of 1939, the value of 
the Cuban peso was reduced by over 10%. In Ecuador, exchange 
control was reintroduced in June 1940 and further strengthened in 
October. In the Argentine, the position l)ecame increasingly difficult 
during 1940, and there was a tightening of the exchange and import 
restrictions in the autumn, when the allocation of exchange permits 
for imports from the United States was temporarily suspended. 
The value of the currency was kept unchanged, but the Central Bank 
lost a large amount of gold in the second half of the year. Under a 
new set of regulations issued in February 1941, the proceeds of 
certain Argentine exports which could formerly be negotiated in the 
free market had to be delivered to the Central Bank. Under the new 
regulations, foreign exchange for imports of other than ‘‘essential” 
commodities was sold by the Central Bank not at the official rates, 
but by a system of auction bidding at rates varying for each trans- 
action. 

These difficulties were, of course, largely due to the loss of Euro- 
pean markets. Moreover, a number of Latin-American countries, 
including the Argentine, were affected by the bilateral clearing ar- 
rangements with the United Kingdom, under which the proceeds of 
their exports to that country, instead of being available for purchases 
elsewhere, tended to become blocked. 

The situation was relieved, somewhat fortuitously, by the transfer 
of certain foreign funds from the United States to some of the Latin- 
American countries owing to anticipations of an extension of the 
United States freezing regulations. But a more important and sig- 
nificant factor was the financial assistance accorded to these countries 
by the United States. Especially in the second half of 1940, the 
Government-controlled Export-Import Bank of the United States 
granted a number of loans to Latin-American countries in the form 
of dollar exchange credits to central banks or loans for industrial 
development. Of the former kind of credits, $60 million was granted 
to the Central Bank of the Argentine, $25 million to the Bank of 
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Brazil, $io million to Colombian Bank of the Republic, and $io 
million to the Central Reserve Bank of Peru. The chief examples of 
the latter kind were a $20 million loan to establish a steel industry 
in Brazil and a $12 million loan for the construction of electric 
power plants in Chile. At the end of March 1941, most of these credits 
had not yet been drawn upon. The total of Export-Import Bank 
loans to Latin-Amcrican countries rOvSe from $ig million on December 
31st, 1939 to $34 million on March 31st, 1941. At the latter date, 
the Bank showed ‘‘commitments to make additional loans’" amount- 
ing, in the case of Latin America, to $187 million.^ 

Chinese Exchange Problems. 

Of all the countries which by the end of March 1941 had received 
assistance from the U.S. Export-Import Bank, China had received 
by far the largest amount ($81 million), equalling nearly one-half 
of the total loans outstanding on that date ($166 million). The 
outstanding amount of Export-Import Bank loans to China increased 
by $56 million during 1940 and the first quarter of 1941 ; and another 
$40 million had been granted but not yet utilized on March 31st, 1941. 

Furthermore, an agreement was announced on April 25th, 1941, 
whereby the Stabilization Fund of the United States Treasury 
granted $50 million for the purpose of stabilizing the value of the 
Chinese currency in relation to the dollar. This sum, supplemented 
by the dollar resources of the Chinese Government banks, amounting 
to $20 million, was allocated to a Chinese fund charged with the 
stabilization of the exchange. At the same time, the British Treasury 
made £5 million available for supporting the Chinese yuan in terms 
of sterling. The Chinese Government set up a board, including 
representatives of the British and United States Treasuries, to ad- 
minister these resources. 

This was the continuation of a policy which had been started tw^o 
years earlier. In April 1939, an Anglo-Chinese Exchange Stabiliza- 
tion Fund was set up with a capital of £10 million, of which half 
was supplied by a British banking group and half by the Chinese 
Government banks. Its function was to support the value of the 
yuan on the free exchange market in Shanghai. As it was not possible 
under the system of exchange restrictions adopted in March 1938 to 
enforce a strict control of export proceeds, the free market was of 
considerable importance. Uncontrolled exports (especially from 
occupied areas), emigrants’ remittances and foreigners’ expenditures 

1 For the detailed figures, see Federal Reserve Bulletin, May 1941, page 386. 
For a further discussion of these credits, with particular reference to international 
trade, see Chapter VIII, page 234, below. 
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were among the principal sources of supply on that market, while 
the demand came largely from the flight of domestic capital and from 
Japanese purchases of foreign exchange with Chinese currency ob- 
tained in the occupied areas. ^ 

At the time of the establishment of the Exchange Stabilization 
Fund the free market value of the yuan was about i6 U.S. cents 
(compared with an official nominal rate of 29.5 cents). The Fund 
was faced with serious pressure soon after its establishment. In May 
1939 the Japanese set up the “Hua Hsing Commercial Bank” to issue 
notes and replace Chinese currency in Central China, following the 
example of the Japanese-sponsored Federal Reserve Bank in North 
China. This caused anticipations of a further increase in demand for 
foreign exchange. Moreover, the war finance of the Chinese National 
Government w^as resulting in a steady expansion of the currency and 
a progressive rise in prices, which stimulated imports and discour- 
aged exports. 

In these circumstances, the Exchange Stabilization Fund with- 
drew its support in June, and the rate dropped to about 6 U.S. cents 
in August. 

A more stringent control of trade and exchange was instituted at 
the beginning of July 1939. Imports were made subject to licensing, 
and an Exchange Examination Committee was set up at Chungking 
to supervise the allocation of exchange. Exports of wood oil, tea, 
bristles and mineral products were made a Government monopoly. 
Exporters of other goods were required to sell their proceeds to the 
Government banks; but the payment they received from the banks 
in domestic currency was not calculated at the official rates, but, in 
order to stimulate exports, at rates corresponding closely to those 
quoted on the free market. 

As a result of this tightening of control and, more especially, of 
some repatriation of capital following the outbreak of war in Europe, 
there was a substantial improvement in the autumn and winter of 
1939/40, and the Fund was able to repurchase some of the exchange 
it had sold previously. 

In the spring of 1940, conditions became unfavourable once more, 
and the Exchange Stabilization Fund withdrew from the market in 
May. One of the factors responsible for the renewed pressure on the 
national currency was the establishment of a Japanese puppet gov- 
ernment at Nanking, a government which announced its intention to 
set up a note-issuing bank of its own. This bank, under the name of 
“Central Reserve Bank,” started operations at the beginning of 

1 The Sino- Japanese “currency war” began early in 1938, when the Japanese 
established the so-called Federal Reserve Bank in North China and began to with- 
draw Chinese notes from circulation, replacing them with the notes of this bank. 
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January 1941. Its object was essentially the same as that of the 
“Federal Reserve Bank” of North China; but the scope left to it 
was restricted in view of the large amounts of Japanese military 
notes (roughly estimated at 600 million yen) which the army of 
occupation had already put into circulation.^ 

From May 1940 to the introduction of the new stabilization pro- 
cedure in April 1941, the exchange appears to have received little 
if any support from the Fund. The virtual suspension of the Fund’s 
activity was largely due to the fact that the exchange market at 
Shanghai had come to be used to an increasing extent for purposes 
which the Fund was unwilling to support, namely, flight of domestic 
Chinese capital and purchases of foreign exchange by the Japanese. 


Diagram 4. 

Value of Chinese Yuan in US. 
Cents. 


There exist no comprehensive 
data concerning ,the movement of 
capital from China. But the statis- 
tics of the United States Treasury 
show, for 1939, a net capital in- 
flow from the “Far East” to the 
United States, amounting to $143 
million; and it may be observed 
that by 1939 exchange control in Japan had become sufficiently severe 
to prevent any large private exports of capital from that country. 
More recently, the U.S. Treasury has published separate figures for 
Chinese short-term assets in the United States ; and it appears that 
these increased from $167 million at the beginning of 1940 to $218 
million at the end of February 1941. 

It is even more difficult to judge the extent to which the free market 
in Shanghai has been used by the Japanese for purchases of dollars 
with the Chinese notes withdrawn from the occupied territories. In 
June 1940, the note issue of the Federal Reserve Bank in North China 
amounted to 560 million yuan. The amount of Japanese military notes 
circulating mainly in Central China has been estimated at 600 million 
yen.^ But it cannot be assumed that the Japanese were able to with- 

1 The note issue of the “Hiia Hsing Commercial Bank” mentioned above proved 
of minor importance, amounting to only a few million yen. 

2 Foreign Commerce Weekly, October 26th, 1940. 
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draw an equivalent amount of Chinese yuan notes from circulation. 
The Federal Reserve and military notes constituted in large part 
simply an addition to the total volume of currency. 

The outflow of Chinese capital and the utilization of Chinese cur- 
rency by the invader for purchases of foreign exchange might have 
been stopped by a rigorous system of exchange restrictions. But the 
enforcement of exchange control has met certain special difficulties 
in China. The country’s principal exchange market — Shanghai — ^has 
been largely outside the jurisdiction of the Chinese Government, 
owing to the system of concessions and the extra-territorial privileges 
of foreign banks. In the regions occupied by the Japanese or subject 
to Japanese military interference, the Chinese Government has fre- 
quently lacked the means to enforce its regulations. On the other 
hand, the establishment of a strict exchange control confined to the 
‘'Free China” of the interior has been regarded by many as imprac- 
ticable or even undesirable : impracticable because of administrative 
and geographical difficulties and undesirable because of the breach it 
would mean in the unified national monetary system successfully 
introduced in 1935, a breach resulting possibly in the abandonment 
of the national currency in the occupied areas. A great deal of public 
discussion has been devoted to these questions in China. The actual 
tendency seems to have been towards the creation of a closely regu- 
lated exchange market centred in the interior. Thus in 1940 the head 
offices of certain banks controlled by the National Government were 
transferred from Hongkong to Chungking. Early in 1941, the 
Shanghai branches of the Government banks were closed. The forma- 
tion in 1939 of an Exchange Examination Committee in Chungking 
was mentioned earlier. Regulations were issued in 1940 requiring 
special permits for all remittances from the interior to Shanghai or 
the occupied areas ; and these permits were to be granted by a “Com- 
mittee for the Control of Internal Remittances” only for the purchase 
of essential commodities. 

But this strengthening of control was not by any means sufficient 
to eliminate the free market ; and for at least two reasons it seemed 
advisable to provide official funds to support that market, even at the 
risk of facilitating to some extent the transfer of flight capital or the 
conversion of Japanese holdings of Qiinese currency. In the first 
place, it was partly the very existence of a free market, and of the 
possibility of conversion which it implied, that rendered the popula- 
tion of the occupied areas reluctant to give up their Chinese currency 
in exchange for the inconvertible currencies introduced by the Japan- 
ese. It is reported that even in North China large amounts of Chinese 
notes remain in circulation, or rather in hiding, in spite of the pen- 
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allies and prohibitions decreed by the Japanese authorities.^ Secondly, 
the existence of a reasonably stable exchange market has tended to 
support the whole system of internal Government finance in unoccu- 
pied China. It has helped to maintain a certain confidence in the cur- 
rency and to check the flight into commodities on the part of the 
public ; and it has thus been of considerable importance for the success 
of the inflationary methods of war finance on which the Chinese 
Government has largely had to rely. 

European Currencies Under German Control 

As was said in the introductory part of this chapter, Germany — in 
contrast to the United Kingdom — lacked the means for any compre- 
hensive policy of “external war finance”. But her military campaigns, 
particularly those of the spring of 1940, put her in a position to 
acquire goods and services from other countries without having to 
provide a corresponding amount of goods and services in return. 
This was true to some extent even in her relations with some of the 
remaining free countries within her reach, as a result of the increased 
pressure to which these were subjected. In the conquered or occupied 
countries, goods and services were appropriated largely by requisition, 
levies and other means derived from the fact of military domination.® 
The financial forms in which some of these impositions were effected 
fell into three main groups : ( i ) issues of new currency; (2) tributes 
for occupation costs; (3) payments through clearing accounts. 

The issue of new currency notes was intended as a temporary 
expedient. The Germans wanted to prevent the circulation of ordinary 
reichsmark notes in the occupied areas, in order to prevent an increase 
in the note issue of the Reichsbank. On the other hand, in the process 
of the military operations the local banking institutions were evacu- 
ated or disorganized. The army authorities therefore set up their own 
note-issuing institutions called Reich Credit Offices (Reichskredit- 
kassen). These offices were authorized to make commercial loans and 
discounts, but their principal function was simply to provide the army 
with all the money it required for local purchases, requisitions and 
other purposes. The new currency notes, called Reichskreditkassen- 
scheine or “credit notes,” were declared unlimited legal tender within 
each of the occupied countries in which they were issued. They were 
denominated in reichsmark, but were otherwise quite distinct from 
the currency circulating in Germany. 

1 See, e.g.. Far F.ast Bulletin, January 1st, 1041. 

* Apart from straightforward confiscation, the control of ownership of factories, 
trading firms, land and buildings frequently passed into German hands through anti- 
Jewish legislation, enforced bankruptcy and various forms of indirect pressure. 
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In the territories occupied but not formally annexed, the ‘‘credit 
notes’* .thus came to circulate side by side with the national cur- 
rencies, and official rates of exchange were fixed between the two. 
In the territories incorporated into the Reich — Danzig and Western 
Poland, Eupen and Malmedy, Luxemburg, Alsace and Lorraine — 
both the former local currencies and the newly issued credit notes were 
soon withdrawn from circulation and replaced by the currency of 
the Reich. 

In the areas which were not incorporated, the dual system of cur- 
rency thus set up did not remain long in operation. The credit notes 
were gradually withdrawn. In Poland (i.e., the part of Poland consti- 
tuting the so-called General Government), they were exchanged for 
new zloty notes issued by the new “Rank of Issue in Poland”.^ In 
Denmark, Norway, the Netherlands, Belgium and occupied France, 
they were gradually collected at the national central bank, and set 
against the tributes these countries had to pay or the credits they 
had to advance to cover the costs of occupation. The issue of new 
credit notes was stopped. Whether by tribute or by credit, the German 
army authorities obtained any desired quantities of currency from 
the national central banks, and all local expenditures of the Germans 
came to be made with the national currency of the occupied country. 
In the spring of 1941, occupied France appeared to have been the 
only area where substantial amounts of credit notes still remained 
in the hands of the public; and even there they were being retired as 
and when they passed into the banking system. But the amounts out- 
standing there or elsewhere arc not known even approximately. No 
figures have ever been published on these German note issues.” 

To the extent that the German credit notes remained in circulation, 
they constituted an independent means of financing. To the extent 
that they were later withdrawn and used for the settlement of occu- 
pation charges, their issue represented merely a draft upon these 
charges and was not an independent means of financing. Before turn- 
ing to a survey of these various charges — the tributes and credits 
constituting the second principal form of German financing in the 
occupied countries — it may be useful to set out the exchange rates 
fixed and to consider certain related monetary measures taken by the 
Germans in these territories. 

1 See Money and Banking, 1939/40, Vol. I {Monetary Rein^zv), pages 69 ff . : 
Supplementary Note on Currency Measures in Czecho-Slovakia, Danzig and Poland. 

2 In occupied France, according to the Ncnc Ziircher Zeitiing of October 22nd, 
1940, the Reich credit notes constituted, in the autumn of 1940, a larger proportion 
of the total circulation than the note of the Bank of France. 
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In the following table, covering also the pre-war annexations, the 
rates fixed between the reichsmark and the local currencies after the 
occupation are compared with the rates previously in force. There was 
not a single case in w^hich the rate was left unchanged. The last column 
of the table shows the percentage decrease or increase effected in the 
value of the mark in terms of these various currencies. 


Table 6, Rates of Exchange betzveen Germany and Occupied Territories. 


(Local currency units to the Reichsmark.) 


Austria (Schilling;) 

“Sudeten” District (Koruna) 

“Bohemia & Moravia” (Koruna) . . . 

Memel (Lit) 

Danzig (Gulden) 

Poland (Zloty) 

Denmark (Krone) 

Norway (Krone) 

Netherlands (Guilder) 

Belgium (Bclga) 

Luxemburg (Franc) 

France (Franc) 


Date of 

Previous 

Official 

New 

Percentage 

Change 

Rate 

Rate 

Change 

III. 1938 

2.18 

1.50 

-30% 

X. 1936 

11.72 

8.34 

-29% 

-15% 

TIL 1939 

11.72 

10.00 

III. 1939 

2.38 

2.50 

- 5% 

IX. 1939 

2.13 

1.43 

-33% 

IX. 1939 

2.13 

2.00 

- 6% 

IV. 1940 

2.08 

2.00 

- 4% 

IV. 1940 

1.76 

1.67 

- 5% 

V. 1940 

0.76 

0.67 

-12% 

VII. 1940 

0.76 

0.75 

- 1 % 

V. 1940 

2.38 

2.00 

- 169 ? 

VII. 1940 

2.38 

2.50 

+ 5% 

V. 1940 

9.52 

8.00 

-15% 

VII. 1940 

9.52 

10.00 

+ 5% 

VI. 1940 

17.60 

20.00 

+ 14% 


In the case of Austria, the Sudeten Territory, Memel, Danzig and 
Luxemburg, the rates of exchange fixed after the occupation were the 
rates at which the local currencies were called in and replaced by 
reichsmark currency. The same is true of certain parts of Poland, 
Belgium and France, mentioned earlier. The various areas received 
very different treatment. The withdrawal of the Austrian currency, 
for example, was effected at a rate which placed a relatively high 
value on the schilling and a low one on the reichsmark, in comparison 
with the previous official parity. In other words, allowance was made 
in this case for the artificial overvaluation of the mark.^ The same 
was done in the Sudeten district, the exchange value of the mark being 
placed 29% below the former parity; while in the case of ‘'Bohemia 
and Moravia” only a 15% reduction was conceded. The population 

^ The overvaluation of the mark meant that prices, if calculated at the official 
rates of exchange, were higher in Germany than in other countries. When no allow- 
ance was made for this in the rates fixed in the occupied countries (when the rates 
were left more or less the same, or when, as in the case of Belgium and France, 
the overvaluation was increased still further), the result was that a given amount 
of marks spent by the Germans in the occupied territories purchased much more in 
terms of foodstuffs, armaments, services, etc., than the same amount spent in 
Germany. 
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of Danzig received a relatively favourable rate in terms of marks for 
the local currency they had to surrender. This currency, the gulden, 
had previously been at par with the Polish zloty. But the rate at 
which the zloty notes were absorbed in the incorporated areas of 
Western Poland was quite different and much less favourable to the 
local population. 

It will be observed from the table that in the Netherlands, Belgium 
and Luxemburg the rates of exchange, placing at first a discount of 
12% to 1 6% on the reichsmark, were later altered so as to bring 
them back practically to the official parity, as in the Netherlands, or 
even to raise the mark above that parity, as in Belgium and Luxem- 
burg. In Eupen and Malmedy, the local currency was withdrawn at 
the rate fixed in May, and in Luxemburg, at the rate fixed in July 
1940.^ 

The new rates fixed in the occupied but unincorporated areas, 
shown in the table, were the rates at which the German notes were 
to be valued in relation to the local currency. In Denmark and Nor- 
way, they were nothing else ; they were adopted merely for conven- 
ience of calculation f and they became ineffective in practice as soon 
as the credit notes were withdrawn. The previous official reichsmark 
parities with Denmark and Norway were left unchanged and contin- 
ued to operate for clearing purposes. 

In ''Bohemia and Moravia’’, the Germans issued no credit notes ; 
the notes of the Reichsbank itself were declared legal tender and were 
introduced into circulation alongside the local currency at a rate of 
10 crowns to the mark. This rate was also applied in the clearing 
with Germany. But in relation to all other currencies, the crown 
retained its former official value, corresponding to 11.72 crowns to 
the mark. It was only in October 1940, when the '‘Protectorate” was 
incorporated in the German Customs area, and when all exchange 
restrictions between it and Germany were abolished, that the official 
value of the crown in terms of all other currencies was raised (by 
nearly 15%) to the level of 10 crowns to the mark. Before that date, 
the "Protectorate” crown had been at par with the Slovak crown; 
thereafter, it was equivalent to 1.17 Slovak crowns. 

1 The rate at which the French currency was withdrawn in Alsace-Lorraine was 
the same as that for France in general, namely, 20 francs to the mark. The failure 
to grant a more favourable rate for the exchange of currencies in the incorporated 
provinces was explained on the grounds that the population had been evacuated and 
that its return required some time. However, by way of compensation, wage rates 
were immediately raised by 80%; rents were increased by 50%; and while prices 
of meat, for instance, were raised to the level of the Reich, those of bread and 
cereals underwent a smaller increase. 

2 Norwegian Krone = RM 0,60 and i Danish Krone = RM 0.50, as compared 
with official rates of RM 0.57 and 0.48, respectively. 
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The new reichsmark rates fixed in the Netherlands, Belgium and 
France were applied, as in the “Protectorate”, not only to the inter- 
change of currency notes, but to all transactions, including the clear- 
ing, between these countries and Germany. With the inclusion of the 
Netherlands in the German Customs area, the exchange control 
between the Netherlands and Germany was extensively relaxed on 
November ist, 1940, and completely abolished on April ist, 1941 
(except for a transfer tax on the repatriation of Dutch capital from 
Germany, which had been imposed in November 1940). Accordingly, 
the Dutch-Grerman clearing account was closed on April ist, 1941.^ 
With the exception of the Netherlands and the “Protectorate”, the 
unincorporated occupied areas retained their local exchange controls, 
even though the regulations tended to be progressively assimilated to 
the German model. 

The new reichsmark rate fixed in Belgium in July 1940, namely, 
2.50 belgas to the mark, was applied to the clearing established in the 
same month. The rate was 5% above the pre-invasion parity, so that 
the overvaluation of the mark which existed at the old rate was still 
further increased. But the sharpest treatment in this respect was 
reserved for France, where the value of the reichsmark in all trans- 
actions with the Reich (including the clearing instituted in November 
1940) was raised 14% above the former official parity of 17.6 
francs to the mark.^ Relatively to an important “neutral” currency 
such as the U.S. dollar, the reichsmark was already grossly over- 
valued; but, relatively to the same standard — the U.S. dollar — , the 
French franc, even at the official parity, was probably undervalued.® 
According to a German source (the Bank-Archiv of September 15th, 
1940), the equilibrium rate or purchasing power parity between the 
French franc and the reichsmark was therefore estimated to be in the 
neighbourhood of 10 francs to the mark. A rate of 20 francs to the 
mark meant that the mark bought twice as much in France as in 

1 To prevent the currency of either country from circulating extensively on the 
territory of the other, arrangements were made whereby the banks in each country 
agreed to return to the other country any of its currency handed to them for con- 
version into local currency. This exchange of currency notes was to take place 
through the central banks. 

2 In September 1939, the French currency was officially fixed at a level of 44 
francs to the United States dollar. In Germany, the official value of the dollar was, 
and continues to be, 2.50 reichsmarks. The cross-rate between these two rates is 
17.6 francs to the mark. 

3 The purchasing power parity of the reichsmark was probably between 3.60 and 
4.00 marks to the U.S. dollar, as against the official rate of 2.50. (In the annual 
report of the “Reichskreditgesellschaft,” according to the Frankfurter Zeitung of 
February 6th, 1941, the probable purchasing power parity in September 1940 was 
placed even higher, namely, at about 4.15 marks to the dollar.) The equilibrium rate 
of the French franc, on the other hand, was probably somewhere between 36 and 
40 francs to the dollar, as against the official rate of 44. The cross-rate between 
the two equilibrium rates, obviously, works out at around 10 francs to the mark. 
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Germany. Needless to say, this created a powerful incentive for 
German purchases in France — civilian as well as military and other 
official purchases, private purchases by members of the army, etc. The 
monetary means for such purchases were at Germany's disposal in the 
form of her own Reichskreditkassenscheine ; the clearing arrange- 
ment introduced in November 1940 provided the facilities for com- 
mercial imports from France; and above all, the tribute which Ger- 
many imposed by the Armistice of July 22nd, 1940 supplied her with 
practically unlimited means of payment in terms of francs. 

This tribute was ostensibly a charge for the costs of occupation; 
but in fact it bore little relation to the actual expenditure of the Ger- 
man troops in France. The tribute was fixed at 400 million francs 
per day (or 146,000 million per year), and it was financed exclusively 
by an advance from the Bank of France. This advance, starting at 

50.000 million in August, was raised by several stages until it reached 

100.000 million francs in March 1941. Out of this fund the Ger- 
mans paid not only for their strictly military expenditures but 
also for various other purchases in France; and it is known that 
they bought not only movable goods but also capital assets, in- 
cluding real estate and shares in French enterprises. Even so, 
the amount of the tribute was so high that they could not use 
up the whole of it. According to the annual report of the Bank 
of France, the advance for occupation costs, that is, the payment 
that had been made to the Germans, amounted to 72,317 million 
francs at the end of 1940. But of this, 41,400 millions francs was 
still unused on deposit at the Bank of France, representing a sight 
liability of the Bank to the German authorities. This means that the 
Germans had been able to spend only about 31,000 million francs or 
43% of the tribute during the second half of 1940. Even this amount, 
corresponding to an annual rate of some 62,000 million francs, was, 
of course, enormous.' That the Germans did not spend more was due 
undoubtedly to the lack of suitable objects of expenditure rather than 
to any other reason. The purely inflationary character of this spending 
requires no emphasis. The note circulation of the Bank of France — 
excluding the German credit notes — ^was 218,000 million francs at the 
end of 1940 as against 151,000 million at the end of 1939 and 156,000 
million at the end of April 1940.^ The unspent portion of the tribute 

1 At 44 francs to the U.S. dollar, the sum of 62,000 million francs was equivalent 
to over $1,400 million. It may be mentioned for purposes of comparison that the 
total ordinary budget receipts of the French Republic amounted to 54,250 million 
francs in 1938 and to 63,650 million in 1939. 

2 The other important source of inflation was, of course, the increase in the Bank’s 
advances to cover the French Government’s exj^nditure. Government advances 
under this head increased from 20,900 million francs at the end of April to 63,900 
million at the end of December 1940. 
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was not by any means cancelled, but has been retained by the Germans 
as a claim that can be made use of at any time in the future. 

In the other occupied countries the system has been essentially 
similar, but the position as regards the amounts involved and the 
method of payment is somewhat less clear than in the French case. 
In March 1941 the following figures were made public from British 
Government sources, showing the annual rate of payment made by 
five countries for the cost of occupation. The figures were given in 
pounds sterling at pre-war exchange rates. The second column in 
the table below* shows them in terms of the national currencies calcu- 
lated at these rates, and the third in terms of reichsmark at the new 
rates fixed after the occupation : 


£ sterling National Reichsmark 

(at pre-war rates) currencies (at new rates) 


( 000 , 000 ’s omitted) 

France 827 146,000 7,300 

Belgium 75 2,062 825 

Netherlands 54 475 630 

Denmark 26 582 280 

Norway 68 1,353 810 


Total 1,050 9,845 


The figure for the Netherlands is subject to reserve. There is little 
doubt that the actual amount was larger; but only part of it was 
reflected in the balance-sheet of the central bank. The tribute formed 
part of the general expenditure of the Government at the Hague, and 
there was no particular item of borrowing or revenue that was ear- 
marked to it. In April 1941 (that is, after the publication of the figures 
just quoted) an analysis of State expenditure was published in the 
Netherlands press. ^ According to this, there was a current expenditure 
of some 900 to 1,000 million guilders per year ; expenditure on public 
works and reconstruction, amounting to 200 million; and costs of 
occupation and expenditure for the German civil administration 
amounting to 1,200 million guilders a year, equivalent to £136 million 
at the pre-w^ar rate of exchange and 1,600 million reichsmark at the 
new rate. In addition, the statement referred to “advances to Ger- 
many*’ amounting to 1,400 million guilders a year, representing 
German Government orders placed in the Netherlands and financed 
by the Treasury at The Hague, remittances of Dutch workmen em- 
ployed in Germany, and interest payments due from Dutch invest- 
ments in Germany. Some of these advances appear to have been 

1 See Neue Zilreher Zeitung, April i 6 th, 1941 . 
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financed directly by the Netherlands Bank and included under “other 
assets”, an item which increased from 21 million guilders on May 
6th, 1940 to 230 million guilders on April 7th, 1941. During the same 
period. Treasury bills held by the Bank increased by 201 million 
guilders; and the note circulation rose from 1,158 to 1,592 million 
guilders or by practically 40%. 

Denmark, which did not resist the German forces, did not appar- 
ently have to pay for the expenses of occupation. But in substance, 
the position was the same as in the other occupied areas. The Danish 
National Bank had to make advances to the German authorities to 
cover all their expenditures in Denmark. In the monthly return of the 
Bank these advances were included in “other assets” ; and this item 
increased from 98 million kroner at the end of March 1940 to 610 
million at the end of March I94i- This increase accords approximately 
with the annual estimate reproduced in the table above. But this is not 
all. Germany has made extraordinarily large purchases on clearing 
account.' The frozen clearing balances accumulated by the Danish 
National Bank, almost exclusively in the clearing with Germany, thus 
rose from zero at the end of March 1940 to 485 million kroner at 
the end of March 1941, that is, by almost as much as “other assets”. 
This could not be entirely attributed to the overvaluation of the reichs- 
mark at the official rate of conversion. This rate had been in force 
before the occupation but, owing to the means of control which were 
then at Denmark’s disposal, had not resulted in any abnormal accumu- 
lation of clearing claims." The fact of occupation, rather than the rate 
of exchange, was evidently of primary significance. Nevertheless, 
efforts have been made in Denmark to obtain a reduction in the clear- 
ing rate from 2.08 kroner per reichsmark to, say, 1.50 kroner to the 
mark, so as to restrain the advance in commodity prices and the 
expansion of currency resulting from the high reichsmark rate and 
from the accumulation of clearing balances in the central bank. Sug- 
gestions to that effect were made, inter alia, by the central bank in 
its annual report for 1940- But the German authorities were opposed 
to a change in the rate and no change was made. 

In making use of clearings as a means of obtaining an excess of 
imports from other countries, it has been a consistent policy of Ger- 
many to set a high value on the reichsmark in the clearing agreements 
concluded by her. The overvaluation of the mark, under the normal 
working of the price mechanism, has tended to stimulate the flow of 

* Cf. Chapter VIII, pages 237 ff., where Germany’s trade through clearing 
accounts is more fully discussed. 

2 According to the annual report of the National Bank, Denmark had, indeed, a 
clearing debt of 56 million kroner at the end of 1939. 
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goods to Germany and to discourage the movement of goods out of 
Germany. Germany continued in 1940 to press for increases in the 
value of the reichsmark in negotiations with her clearing partners. 
Such increases were carried out in a number of cases. 

Thus, in August 1940, the National Bank of Bulgaria agreed to 
purchase the entire reichsmark proceeds of Bulgarian exporters at 
the official rate. Previously it had purchased only a certain quota, the 
remainder having tp be sold on the free market at discounts varying 
from 3% to 9^^. At the same time, the premium which the Bank had 
been paying on free currencies was lowered from 35% to 25%. 

In Germany’s clearing with Yugoslavia, the conversion rate was 
raised on October ist, 1940 from 14.80 to 17.82 dinars to the mark. 

In Hungary, the premia paid by the National Bank on free cur- 
rencies were lowered in November from 50% and 53% (for pur- 
chases and sales, respectively) to 47% and 50%, while the premium 
on reichsmarks was raised from to 21-22)4%. 

Under an agreement signed in December 1940, the National Bank 
of Roumania increased its buying and selling rates for the reichs- 
mark from 49 and 50 lei respectively to 59 and 60 lei to the mark as 
from April ist, 1941. 

The actual working of Germany’s clearing agreements and trade 
relations with countries of South-Eastern Europe is described in 
Chapter VIII. Here it need only be added that the adjustments in 
the exchange rates just mentioned were designed not only to force 
up the official exchange value of the reichsmark but also to equalize 
that value as between the different countries. Formerly, Germany’s 
exchange relationships with these countries had developed on a 
strictly bilateral basis, and the ratio between the value of the reichs- 
mark and the value of an important “free” currency such as the 
dollar became frequently quite different in the different countries. So 
long as the clearings were purely bilateral, this inequality in the dollar 
value of the mark was of no particular consequence to Germany. But 
in the summer of 1940, various pronouncements were made in Ger- 
many in favour of a multilateral European clearing system centered 
in Berlin.^ For such a multilateral clearing, however, it was obviously 
necessary to have a system of exchange rates which was arithmetically 
consistent. The adjustments made in the autumn of 1940 were 
designed to achieve this mutual consistency of rates. The discount at 
which the clearing value of the mark stood in these countries in terms 
of the dollar was now established at a uniform level of 20%. 

1 Cf. the speech made by W. Funk on July 24th, 1940. 
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Yet the multilateral clearing system sponsored by Germany made no 
substantial progress. Only between occupied countries inter se, and 
between occupied countries on the one hand and certain unoccupied 
countries on the other, were payments cleared through Berlin. There 
was no instance in which two unoccupied countries agreed to settle 
their mutual payments through the intermediary of the German 
clearing office.^ 

1 For further details on this, see Chapter VIII. 



CHAPTER VI 


RAW MATERIALS AND FOODSTUFFS 
Production 

Raw material and foodstuff production during the war should be 
viewed against the pre-war background, the salient features of which 
may be judged from the League of Nations indices of world produc- 
tion and stocks of primary commodities/ 

By 1937, the peak year of the upward swing that began in 1932/33, 
the volume of primary goods produced in the world as a whole had 
risen at least 25% above the 1920 level, and at least 10% above the 
1929 peak. Primary commodity stocks, on the other hand, which 
were greatly swollen during the depression of the early thirties, had 
fallen by 1937 below their 1929 average. 

The advance in production since 1929 had been particularly rapid 
in Oceania, Africa and the U.S.S.R. and fairly rapid also in Latin 
America and Asia / in Europe it was more moderate and production 
in North America had only risen by a few per cent. 

The industrial recession of 1938, particularly marked in North 
America, caused no great reduction in world primary production as 
a whole. Foodstuff production was in fact unaffected and rose an- 
other step above its previous high level, while the output of industrial 
raw materials followed more closely the course of manufacturing 
activity. Thus raw material production dropped heavily in North 
America and contracted considerably also in Africa and Asia, but 
was fairly well maintained in Europe and Latin America and con- 
tinued to rise in Oceania and the U.S.S.R. 

Visible stocks of primary goods had ceased contracting in the 
spring of 1937, thus foreboding the recession just mentioned, and 
began to rise at a rapid rate in the latter part of that year. The rise 
was less precipitate but more persistent for foodstuffs than for indus- 
trial raw materials. By the end of 1938 the stocks of foodstuffs had 
again reached their level of December 1929. The visible stocks of 

1 The evidence afforded by these indices was analysed in the annual League pub- 
lication, World Production and Prices (publication suspended during the war), and 
summarized in previous editions of the World Economic Survey. 

2 The U.S.S.R. being treated throughout this chapter as a continental group of its 
own, both Europe and Asia are considered exclusive of Russian territory. 
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industrial raw materials (in the hands of producers and dealers, in 
public warehouses and “afloat*’), which by the middle of 1938 
reached a point some 14% above the 1929 average, had fallen again 
below that average by the middle of 1939 as a result, no doubt, of 
shifts to unrecorded Government stocks and stocks with manufac- 
turers which were then being increased (at any rate in Europe) 
against the risk of war. 

Such was in broad outline the situation prior to the outbreak of 
this war. Owing to the partial “black-out” of economic statistics to 
which most belligerent and also a nunil)er of other countries, particu- 
larly in Europe, have resorted since the autumn of 1939, it has 
become increasingly difficult to measure the changes in the total supply 
of certain commodities, more especially those of non-agricultural 
origin. While the data for 1939 were still on the whole nearly as 
complete as those for earlier years, the more restricted information 
made available regarding 1940 is less precise in many cases and 
necessitates recourse to appraisal to a greater extent than formerly. 
Even in Europe, however, official agricultural statistics for 1940 have 
been published by a number of countries ; for the others the Interna- 
tional Institute of Agriculture and the U.S. Department of Agricul- 
ture have published estimates which are in substantial agreement. 
This information, together with the more complete data for other 
continents, renders it possible to determine roughly the direction and 
approximate range of the changes in the output of foodstuffs and 
agricultural raw materials in that year. The production data for 1940 
relating to non-agricultural raw materials arc too incomplete to per- 
mit of a continuation of the general indices into that year except for 
the Western Hemisphere. 

Developments in 1939 and 1940 in so far as they can be statistically 
traced are summarized in the tables that follow.^ 

1 Observations regarding the nature of the ittdices: The last full pre-war year, 
1938, has been taken as base (= 100) for the indices. In order to provide at least 
some pre-war perspective, figures are also shown for 1936 and 1937 in most of the 
tables. 

The scope of the indices is the same as in the past with one exception. Gold pro- 
duction, previously excluded on the ground that it served monetary rather than 
raw-material purposes, has now been taken into account. Gold does in fact form 
part of the physical wealth produced and constitutes an important proportion of the 
exports of many countries or territories. In classifying total primary production 
according to use, gold and silver have been aggregated in a special group, however, 
distinct from those comprising foodstuffs and raw materials proper. The general 
indices are calculated both including and excluding gold and silver. Silver, which 
was previously included under raw materials, has in the years covered by the present 
calculations mainly served monetary reserve purposes, most of the current world 
production (in addition to large amounts of “old” silver) being bought by the 
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Table i — World Indices of Primary Production 

1938 = 100 



1936 

1937 

1938 

1939 

A, Foodstuffs' 

94 

99 

■■ 

101® 

B. Raw materials 

99 

111 

100 

107 

Total, A-f-B 

95 

102 

100 


C. Gold and Silver 

89 

95 

100 

104® 

Grand Total, A-j-B-f-C 

95 

102 


103 

Thereof', 

A^icultural products ' * 

95 

100 

100 

101^ 

Ison-agricultural products^ 

96 

108 

100 

108 

D. Fodder cereals^ 

83 

103 

100 

105* 



1 Excluding fodder cereals given under D. 

2 Foodstuffs and raw materials of agricultural origin. 

® Raw materials derived from forests and products of mineral origin, including 
gold and silver. 

^ Cereals mainly used as fodder, excluded from the totals in order to avoid double 
counting with the animal foodstuffs largely “derived” from such cereals. 

® Tentative calculations on the basis of such information as is available for IQ40 
suggest that, compared with 1939, the production of foodstuffs and fodder cereals 
declined by a few per cent and total agricultural production (including certain raw 
materials) somewhat less while gold production rose by some 6%. 

As will be seen from Table i, the slow rise in foodstuff production 
continued in 1939^, while the output of industrial raw materials and 
particularly those of non-agricultural origin recovered very rapidly 
as armament demands grew before and after the outbreak of the war. 
Non-agricultural production in the world as a whole again reached 
the high mark of 1937. Since the outbreak of the war, however, the 
world figures have lost much of their significance except for purposes 
of comparison. Greater interest attaches today to the developments in 
each of the continental and other significant groups shown in Table 2 
and subsequent tables considered severally. 

Government of the United States under the silver purchase programme of that 
country. 

As previously the value aggregates on which the indices are based have been 
calculated in terms of 1930 prices. Had they been expressed instead in terms of 1938 
prices, this would not have appreciably changed the general picture presented by the 
indices, as the relative change in average prices between 1930 and 1938 was fairly 
similar for the foodstuff and raw-material groups. Even if gold (the dollar price 
of which stood 69% higher in 1938 than in 1930) had been counted at the 1938 price, 
this would only have affected the general world index to the extent of a fraction of 
1% despite the fact that the output of gold rose much more rapidly than that of raw 
materials and foodstuffs during the period under review. 

^ It should be noted that, as far as crops in the Southern Hemisphere are con- 
cerned, the twelve-months periods covered by the indices extend from the middle of 
each year shown in the table headings to the middle of the following year. Thus 
to the Northern Hemisphere crops of 1939 and 1940 are added those for 1939/40 and 
1940/41 of the Southern Hemisphere. 
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Continental Europe was before the war and still is by far the larg- 
est producer of foodstuffs, though not per head of the population.^ 
Although it had become largely self-sufficient in food as a result of 
the agricultural policy pursued for nearly a decade it still depended to 
a considerable extent upon imports of feeding stuffs (raw materials 
for its own production of animal food) and to some extent also upon 
food imports from overseas.- But a very substantial part of the 
food consumed in the United Kingdom before the war came from 
abroad. 

According to such reports as are available, the food production of 
the British Isles rose appreciably in 1940 and during this year the 
United Kingdom imports of bread cereals were more than main- 
tained and those of meat but little lower than in 1938. In Continental 
Europe, on the other hand, whose food and fodder imports from 
overseas were greatly curtailed as from September 1939 and virtually 
ceased by the middle of 1940, the food production is estimated to 
have dropped considerably.® This drop will be considered in further 
detail below. Such estimates as are available point to a comparatively 
favourable foodstuff situation in the Soviet Union in 1940. 

In North America the food production in 1940 was the largest on 
record while in Asia and Oceania it was a little lower than in 1938 
and in Africa and Latin America about the same as in that year. 

The summary picture of raw-material production afforded by 
Table 2 is rendered clearer if we distinguish, as in Table 3, between 
raw materials of agricultural and non-agricultural origin.* 

According to available estimates, in all continents except Europe 
and Oceania, the production of agricultural raw materials was larger 
in 1940 than in 1939. 

The recovery in the production of non-agricultural raw materials 
in 1939 extended to most parts of the world. In Continental Europe, 
the U.S.S.R., Oceania and Latin America the output rose above the 
boom level of 1937. In North America that level was surpassed in 

1 Even before the war Europe was surpassed in foodstuff production per capita 
by food-exporting Oceania and North America and roughly equalled by likewise 
food-exporting Latin America whose average food-consumption standard, however, 
was lower. 

2 For fuller information on this point see Europe*s Trade, A Study of the Trade 
of European Countries with Each Other and zoith the Rest of the World, League 
of Nations, 1941. 

^ This applies also to feed grain production (not included in the foodstuff index), 
the drop in which was even more pronounced. 

^ Reference should also be made to Table 4 giving indices of world production, 
inter alia, of these two groups of raw materials and their main constituent elements. 
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1940 by a wide margin in response to the rapid expansion of manu- 
facturing production both in the United States and Canada.^ 

In Table 4 the indices discussed above are split into commodity 
groups and some of these groups are subsequently broken down into 
individual commodities. The relative importance of the various 
groups will be seen from the figures showing their percentage shares 
in the total of the basic aggregates for 1936-38. The data require to 
be considered area by area. 

Before the war, milk and meat accounted together for about 58% 
of the aggregate value (at 1930 prices) of the products covered by 
the world index of foodstuff production. For Continental Europe the 
ratio was nearly 64%. In the conditions of trade isolation brought 
about by the war, it is upon its own production of these two kinds of 
animal foodstuffs that Continental Europe is principally dependent 
for the sustenance of its population at anything like pre-war food 
standards. 

While the meat production of all continents was larger and the 
milk production of no continent smaller in 1939 than in 1938, the 
Western Hemisphere accounted for the major part of the increase in 
the world production of meat and milk shown for 1939 in Table 4; 
and in 1940 the animal food production of that hemisphere continued 
to rise. 

Between 1938 and 1940 milk production in North America rose 
by 4% and meat production by no less than t 6%, pig meat accounting 
for most of that increase.^ In Latin America, where meat production 
is estimated to have risen by nearly 4% in 1939, a continued marked 
expansion of Brazil’s meat-packing industry in 1940 slightly out- 
weighed a decline in export slaughtering in the Argentine and Uru- 
guay. 

Also in the case of Oceania the information available for 1940 
suggests a moderate drop in both cattle and sheep slaughterings for 

’ The Federal Reserve Board index for manufacturing production in the United 
States of durable goods (all derived mainly from non-agricultural raw materials) 
stood 11% higher in 1940 than in 1937 (annual averages) and had by June 1941 
risen to 54% above the 1937 average. In Canada, whose official production index as 
recently revised only extends back to January 1940, the quinquennium I935'39 
having been adopted as base period, the expansion of the industrial production, 
particularly rapid in 1940, appears to have been of roughly the same relative order 
between 1937 and the middle of 1941 as in the United States ; for further informa- 
tion see Chapter VII. 

2 The peak of the latest pig cycle in the United States appears to have been 
reached in 1940 and some decline in pig slaughtering is expected to take place in 
1941. The number of hogs slaughtered under federal inspection during the first 
five months this year compared with the same period last year declined in fact by 
5%. The actual drop was confined to the first three months, however, while April 
and May slaughterings were larger than last year. 
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Table 4 — Indices of World. Production of Principal Kinds 
of Primary Commodities^ 


1938 = 100 


% share 
in Total 
Produc- 
tion 
1936-38 

Commodity Groups 

1936 

1937 

1939^ 

1940^ 

16.5 

Food cereals and sugar 

90 

93 

98 

92 

[9.3f 

Fodder cereals* 

m 

m 

[/04] 

[/O/] 

5.3 

Potatoes, vegetables and fruit 

91 

102 

(97) 

(95) 

18.7 

Meat 

99 

99 

103 

6 

1.2 

Sea fish 

99 

100 

(100) 

6 

20.8 

Milk 

99 

99 

101 

7 

1.4 

Wine and hops 

77 

93 

(102) 

8 

1.3 

Coffee, tea, cocoa 

103 

100 

99 

97 

1.4 

Tobacco 

101 

104 

113 

104 

68.1 

Foodstuffs, Beverages, etc 

96 

98 

101 

9 

3.3 

Oil materials and oils* 

100 

114 

104 

(104) 

6.0 

Textile fibres: natural 

108 

120 

104 

109^ 

[/.7P 

Rayon and staple fibre* 

[S7] 

im 

[/IS] 

[1/9] 

7.7 

Raw Materials of Agricultural 






Origin 

106 

119 

104 

(108) 

75.8 

Total Agricultural Production. . . . 

97 

100 

101 

10 

0.4 

Rubber 

96 

127 

112 

155 

3.6 

Wood products 

108 

118 

115 


11.7 

Fuels and power 

97 

106 

106 


5.0 

Metals (excluding gold and silver) . . . 

91 

118 

113 


2.2 

Non-metallic minerals 

89 

99 

105 


22.9 

Raw Materials of Non- 






Agricultural Origin 

97 

110 

109 


30.6 

Total Raw Materials 

99 

112 

107 


1.2 

Gold and Silver 

87 

94 

106 

112 

100.0 

Total Primary Production 

97 

102 

103 



1 Excluding production in the U.S.S.R. 

2 Series not included in the totals ; the percentage shown represents the ratio of 
the excluded group to the aggregate of the groups included in the totals. 

^ One-half of each year’s aggregate of this commodity group has been included 
with the foodstuffs and the other half with the raw materials in calculating the 
general indices for foodstuffs and raw materials. 

* Figures in ordinary brackets are partly estimated or preliminary. 

® Probably an increase of a few per cent. The index for the Western Hemisphere 
(accounting for 45% of pre-war meat production in the World apart from the 
U.S.S.R. and China) was: 1939, 105; 1940, 112. 

* Probably a considerable drop. 

7 Probably a drop of a few per cent. The index for the Western Hemisphere 
(accounting for 30% of pre-war milk production in the World apart from the 
U.S.S.R. and China) was: 1939, 102; 1940, 104. 

® Perhaps a drop of some 20%. 

® Probably a drop of a few per cent. 

Drop lower than for foodstuffs. 
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export, while the production of pig meat — the smallest branch of the 
meat-packing industry in Australia and New Zealand — appears to 
have expanded, perhaps in connection with certain changes in Eu- 
rope’s trade referred to below. 

The meat production in Continental Europe is believed to have 
risen to some extent and the milk production to have fallen off con- 
siderably in 1940. Before the war there was an appreciable net ex- 
port^ from the Continent to the United Kingdom both of dairy 
products and of pork in the fattening of which large quantities of 
skimmed milk arc normally used. This export channel was closed by 
April-May as were the main channels to the Continent for the import 
of feeding stuffs and meat. Later on in the year, owing to a marked 
drop in the crops of fodder cereals and failure in hay crops over large 
areas of the Continent, domestic feeding stuffs also became scarce. 
For these and other reasons emergency slaughterings on a very large 
scale were carried out in the course of the summer which led to the 
rise in meat production just mentioned. According to information 
available for a number of countries this rise was followed by a sharp 
reduction in the autumn, when restriction of the civilian consumption 
of meat through rationing or ‘‘meatless days” was resorted to in all 
countries (with the notable exception of Portugal) where such re- 
striction had not been previously imposed.’ Milk production was 
reduced as a result of the shortage of feeding stuffs, the emergency 
slaughterings and the loss of cows during the early summer cam- 
paigns. Thus the decline set in earlier than in the case of meat. 

Periodic data for 1940 are lacking for most of the countries on the 
European Continent. Such statistics available for Denmark and 
Sweden, however, are interesting as an illustration. The course of 
animal food production during 1940 and the early months of 1941 
shown by these statistics is depicted by the following summary, fig- 
ures showing the percentage increase or decrease in the milk and meat 
and (for Denmark) total animal food production in each quarter 
since the beginning of 1940 compared with that of the corresponding 
quarters of 1939. It should be mentioned that, to judge by the ration- 
ing data discussed in Chaper III, the animal food situation at the 
beginning of 1941 remained more favourable in Denmark and Swe- 
den than in most of the other countries on the Continent of Europe. 

The fall in the milk production, perceptible already in the first quar- 
ter of 1940, gained momentum as from the invasion of Denmark at 

1 Cf. Europe's Trade, League of Nations, 1941. 

2 Information regarding food regulations, if any, in the Baltic States and the 
parts of Poland and Rumania absorbed by the Soviet Union is not available. 
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Quarters 

Milk 

Denmark 

Beef & Pork 

All 

Milk 

Sweden 

Beef Veal 

Pork 

1940:1 

- 2% 

Veal 

+ 3% ± 0% 

Animal 
Products 
- 2% 

- 1% 

+12% 

- 5% 

fa 

II 

- 7% 

+25% - 1% 

- 1% 

- 7% 

+15% 

- 6% 

III 

-21% 

+71% +24% 

+ 4% 

- 7% 

+42% 

+ 8% 

-17% 

IV 

-26% 

+ 8% -20% 

-22% 

-12% 

+73% 

- 7% 

-22% 

1941:1 

-34% 

-27% -38% 

-39% 

-15% 

+24% 

-28% 

-17% 

April 

-37% 

-15% -39% 

-37% 

-17% 

- 6% 

-25% 

-23% 


the beginning of April and the simultaneous closing of the westward 
shipping routes of Sweden. The decline was much accentuated during 
the autumn and the winter. The meat production/ which even in 
the first quarter of 1940 was somewhat above the pre-war level, ex- 
panded rapidly in Denmark during the second quarter, taking the 
form largely of live-cattle exports to Germany^ and more slowly in 
Sweden. During the third quarter emergency slaughtering set in with 
full force to be followed by a sharp drop during the subsequent six 
months in Denmark, and also in Sweden as regards veal and pork, 
while the excess slaughtering of cattle in that country only began to 
diminish in the first quarter of 194T. 

The decline in European meat and milk production following upon 
the large scale emergency slaughterings'^ and the additional losses of 
livestock referred to above can only be made good in the long run 
by the slow process of restoring the herds. During the autumn a seri- 
ous lack of animal food'* and especially of fats made itself felt and 
led to a reduction of meat, milk and fat rations for the civilian popu- 
lation^ all over the Continent.’^ In the course of 1941 the situation 
deteriorated further particularly in several of the occupied countries 
as well as in unoccupied France and Spain. There have been drastic 
shortages in various parts of Spain ever since the civil war. 

The curtailment of food rations in the United Kingdom was of 
course dictated by the shipping situation rather than by the domestic 
production which, though larger in 1940 than in the preceding four 

^ In the case of Denmark the basic data include, in addition to actual slaughterings, 
the weight of live animals exported. 

2 The greater part of the animals slaughtered in the Netherlands and Belgium 
and a large part also of those slaughtered in Denmark went to Germany. 

» Apart from the drop in meat and milk production, seafishing was much dis- 
rupted by naval warfare, the shortage of motor fuels and the requisitioning of part 
of the fishing fleets for war purposes. 

^ The large consumption of animal foodstuffs by the armed forces — much higher 
generally per soldier than consumption per normal consumer in peace time — ^had 
made civilian rationing necessary even in countries where production had been 
sustained or increased. 

® Cf. Chapter III, “Consumption and Rationing.” 
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years as regards meat and not much smaller in the case of milk,* could 
only satisfy part of the requirements of this country. 

Vegetable food, if it is available, can be largely substituted for 
animal food. How far was the 1940 production of vegetable food- 
stuffs in Continental Europe sufficient to compensate the actual or 
prospective shortage of animal foodstuffs? Table 5 throws some light 
on this question.^ For wheat, the most important European cereal, 
absolute figures are also given in Table 6 for the world and its main 
jacent areas. Table 6 reproduces summary figures published in March 
of this year by the International Institute of Agriculture in Rome and 
Table 7 summarizes detailed estimates published in May“ by the 
Office of Foreign Agricultural Relations of the U.S. Department of 
Agriculture.* 

Table 6 — World Wheat Crops' 

In metric quintals (000,000's) 



1933-37 

1938 

1939 

1940* 

Europe* 

North and Central America 

Average 




430 

245 

496 

355 

464 

350 

380 

376 

South America 

76 

109 

48 

90 

Asia® 

160 

185 

186 

199 

Africa 

36 

38 

46 

39 

Oceania 

45 

44 

60 

25 


Total 992 1,227 1,154 1,109 

^ Excluding U.S.S.R., China, Iraq and Iran. 

“ Excluding Turkey. 

3 Including Turkey. 

* Preliminary estimates. 


Wheat crops in Continental Europe reached record figures in 1938 
and were plentiful also in 1939 but turned out markedly short all over 

1 According to statements made in Parliamentary debates. See also London Times, 
June 14th, 1941, statement by the vice-chairman of the Milk Marketing Board. 

2 In this table the distinction between bread and fodder cereals applied in the 
general index calculations- has been abandoned. Fodder cereals can and are, of 
course, used also for direct human consumption and have been so used lately to an 
increasing extent in Continental Europe. 

The U.S.S.R. is excluded throughout this table as the very rough and admittedly 
conjectural crop estimates available for that country have for several years been 
insufficiently specified according to the different kinds of crops apart from wheat. 

Subsequent revisions have been taken into account in the table. 

^ Foreiejn Crops and Markets, Supplement, May 27th, 1941. The figures there 
shown in bushels have been converted here into metric quintals, the measure used 
in most of the agricultural production tables of the Statistical Year-Book of the 
League of Nations and in those published by the International Institute of Agricul- 
ture. The detailed notes of the original to which reference should be made have 
been omitted here for lack of space. 
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Table 7 — Wheat Crops in Europe and Certain Adjacent Territories 


Millions of metric quintals 


Countries 

Average 

1933-37 

1938 

1939 

Prelim- 

inary 

19401 

Continental Europe: 





I, Germany, Austria, Czecho-Slovakia and 





part of Poland occupied by 





Germany 

79.7 

90.6 

80.0 

65.3 

Italy 

72.7 

81.9 

79.7 

72.9 

Hungary, Roumania (excluding Bes- 





sarabia), Bulgaria and Albania 

61.2 

87.1 

86.6 

53.4 

Total I 

213.6 

259.6 

246.3 

191.6 

II. Greece and Yugoslavia 

30.5 

40.0 

41.1 

26.7 

Denmark and Norway 

4.1 

5.4 

4.9 

2.7 

Netherlands 

4.4 

4.4 

4.1 

2.7 

Belgium and Luxemburg 

4.6 

6.0 

3.8 

2.4 

France (Occupied 

58.8 

70.5 

56.3 

37.9 

\Unoccupied 

22.9 

27.5 

21.8 

14.7 

Total II 

125.3 

153.8 

132.0 

87.1 

III. Finland, Sweden and Switzerland 

9.5 

12.8 

12.5 

7.6 

Total I, II, III 

348.4 

426.2 

390.8 

286.3 

IV. Spain and Portugal 

43.5 

30.5 

34.0 

31.0 

Total I, II, III, IV 

391.9 

456.7 

424.8 

317.3 

V, Baltic States and parts of Poland and 





Roumania occupied by Soviet Union . 

20.2 

24.5 

23.2 

18.0 

Total Continental Europe* 

412.1 

481.2 

448.0 

335.3 

United Kingdom and Ireland 

18.2 

21.8 

19.6 

22.3 

Total Europe* 

430.3 

503.0 

467.6 

357.6 

Adj^acent territories: 





Turkey 

30.8 

42.7 

41.9 

44.9 

U.S.S.R 

250.0 

225.0 

250.0 

270.0 

French Morocco, Algeria and Tunis 

19.3 

19.6 

27.5 

17.4 

Egypt 

11.4 

12.5 

13.3 

13.6 


Source: U.S. Department of Agriculture: Foreign Crops and Markets (Supple- 
ment May 27th, 1941, and later data). 

1 Preliminary official estimates supplemented by approximations by the Office of 
Foreign Agricultural Relations, U.S. Department of Agriculture. 

2 Excluding Turkey and U.S.S.R. 
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the Continent, except Turkey,^ in 1940 owing to unfavourable 
weather conditions, disruptions in the supply of farm labour, draught 
power and fertilizers, as well as outright destruction caused by the 
war. Table 5 suggests a decline in the total wheat crop of Continental 
Europe^ in that year of some 19% compared with 1938. Excluding 
the important Turkish wheat crop, however, w^hich reached an all- 
time record in 1940, the decline amounted to almost 25% according 
to the estimates of the U.S. Department of Agriculture reproduced 
in Table 7. It might be argued that the average for 1933-37 shown in 
that table was closer to “norniar’ than the somewhat exceptional 
crops of 1938 and 1939. Compared with that period during which, 
however, net imports accounted for 8.4% of the annual consump- 
tion,^ the 1940 wheat crop of Continental Europe, Turkey excluded, 
was short by some 19%. In the territory covered by Germany, Aus- 
tria, Czecho-Slovakia and the part of Poland occupied by Germany 
the drop was of the same order ( — t 8%) ; it was somewhat heavier 
in Finland, Sweden and Switzerland taken together ( — 20%) and 
much heavier both in the Iberian peninsula ( — 29%)® and in the 
occupied countries included in Group II of the Table ( — 30%). On 
the other hand, in Hungary, Bulgaria and Roumania (excluding Bes- 
sarabia), shown in Group I, the drop was considerably lighter 
( — 13%), whereas the 1940 crop in Italy may not have differed 
substantially from the 1933-37 average.** 

The 1940 crops of other cereals on the Continent of Europe were 
scarcely less unfavourable than the wheat crop, and, although the 
sugar beet and potato crops were fairly normal in most countries (ex- 
cept France) or good in some countries, including Germany and 
Italy, they could at the best only provide a partial compensation for 
the shortage of cereals. Thus, far from being sufficient to bring ef- 
fective relief from the shortage of animal food that developed during 

1 In Table 5 Turkey is included with Continental Europe in conformity with the 
territorial grouping applied in the Statistical Year-Book of the League of Nations. 

2 Continental Europe, excluding Turkey, average 1933-37 : 

Metric quintals (ooo,ooo’s) % 

Wheat crop 412 91.6 

Net imports of wheat (including 
flour in terms of grain) 38 8.4 


Wheat consumption 45^ lOO-O 

3 In Spain the wheat crop has remained far below normal ever since 1936; 
compared with the average for 1931-35, the 1940 wheat crop of that country was 
more than 35% short. 

* More recent reports suggest that the Italian crop figure for 1940 reproduced in 
Table 7 was overestimated; cf. Foreign Crops and Markets, July 14th, 1941, page 24. 
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the 1940/41 season, the aggregate production of bread and feed 
grains, sugar and potatoes fell seriously short of current require- 
ments for that season. What quantities of cereals Germany was able 
to obtain from the U.S.S.R. before she attacked her is not known. 
Such amounts of vegetable foodstuffs from outside the Continent as 
may have reached the other countries cannot have been very signifi- 
cant. The shortage of cereals was alleviated to some extent — at any 
rate in certain regions — by drawing on previously accumulated emer- 
gency stocks which are believed, however, to have been virtually de- 
pleted in many areas by the end of the 1940/41 season. In some of 
the occupied countries — Poland and Belgium in particular — as well 
as in certain parts of unoccupied France and of Spain, conditions 
dangerously close to starvation seem to have developed. 

Competent observers of European agricultural conditions concur 
in the view that the production of animal foodstuffs on the Continent 
is bound to deteriorate further during the 1941/42 season regardless 
of the outcome of the war operations. Unless the 1941 crops should 
prove to be substantially larger than those of the past year, the food 
situation of this part of the world will become increasingly grave. 
Weather conditions during the winter and early spring were none too 
good for the winter crops in large parts of the Continent and spring 
sowings were generally delayed. These facts, however, need not ulti- 
mately compromise the harvest results. 

The Office of Foreign Agricultural Relations of the U.S. De- 
partment of Agriculture, in successive attempts to assess the food 
prospects of the European Continent for the 1941/42 season,^ had 
reached, by the middle of July, the conclusions summarized below: — 

Despite the unfavourable winter and spring weather, reduced fer- 
tilizer supplies and the general .shortage of draught power and agri- 
cultural labour, some increase over last year's small grain harvests 
appears likely as damage from wdnter-kill has been less serious than 
last year while efforts to increase sowings appear to have been suc- 
cessful in several countries. Though midsummer weather conditions 
arc reported to have been more favourable, harvesting will be con- 
siderably delayed as a result of the cool and very late spring. Root 
crops will probably be smaller in 1941 than in 1940 and the produc- 
tion of livestock products will be considerably lower — . 

In the United Kingdom and Ireland, the crops of cereals, sugar 
and potatoes in 1940 were good — in all perhaps one-tenth larger than 
in 1939 — and thus helped to relieve the demand for tonnage. The 
area under wheat has been considerably extended in recent years and 

^Foreign Crops and Markets: Cf. in particular Vol. 43, No. 2, July 14th, 1941, 
and Vol. 42, No. 21, Supplement, May 27th, 1941, “Continental European Food 
Situation and Outlook.” 
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the 1940 crop is estimated to have been some 13 to 14% above that 
of 1939 or more than one-fifth above the 1933-37 average while a 
further increase seems to be in prospect for 1941/ Stocks of bread 
grains in the United Kingdom were officially stated in June 1941 to 
be ample" and, as will be shown further below, surplus wheat stocks 
in Canada and the United States, the main sources of imports into 
the British Isles, were exceptionally large. 

Wheat crops in the world excluding Europe (see Table 6) were 
fully as large in 1940 as in 1938 which itself was a record year, the 
conspicuous decline which occurred in Oceania (after a bumper crop 
in 1939) being offset by an equal increase in North America. The 
1941 crop of the United States as officially forecast in August is ex- 
pected to reach a volume of 951 million bushels, a 16% increase above 
the large output of 817 million bushels in 1940. This increase, how- 
ever, might be more than offset by the drop foreseen in Canada as a 
result mainly of a 25% shrinkage of the wheat area consequent upon 
the introduction this spring of a scheme (similar to that applied since 
1938 in the United States) for encouraging reduction of the acreage, 
record crops of 521 and 551 million bushels, respectively, having been 
harvested in 1939 and 1940. 

In the North African countries considerably better wheat harvests 
are expected this year than last, while, in Asia, an increase of 20 
million bushels forecavSt for China will only partly offset estimated 
declines of 30 million bushels in India and 8 million bushels in Japan. 
As regards the leading wheat countries of the Southern Hemisphere, 
reports on sowings effected in the Argentine and Australia suggest 
some reduction of the wheat acreage for 1941/42 compared with that 
of 1940/41. 

The data regarding the main foodstuffs discussed above are sup- 
plemented for tobacco and the three tropical products, coffee, tea and 
cocoa, by the production indices shown in Table 8. The virtual elimi- 
nation, in the course of 1940, of the Continental European market 
for the three last mentioned products as well as for non-European 
tobacco® enhanced the surplus problem facing the producers of these 
commodities in the other continents. This is largely true also of the 
oil materials and oils — all vegetable apart from whale oil — covered 
by Table 9. From the somewhat incomplete data available it would 
seem probable that the world output of these products serving as raw 

^Foreign Crops and Markets, July 14th, 1941, page 23: “Increased acreages and 
favourable crop prospects point to larger [wheat] harvests this year than last for 
the British Isles.” 

2 The rationing data analysed in Chapter III, “Consumption and Rationing,” sug- 
gest that the consumption of bread, which is unrationed in the United Kingdom, has 
increased above peacetime standards in compensation for the decline in rationed food. 

* The Turkish crops are included in the European index. 
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Table 8 — Indices of Production of Coffee, Tea, Cocoa and Tobacco 

1938 = 100 



Coffee 

Tea 

1936 

1937 

1939 

1940 

1936 

1937 

1939 

1940 

World excluding 









U.S.S.R 

114 

102 

101 

95 

89 

95 

96 

97 

North America 

— 

— 

— 

__ 

— 

— 

— 

_ 

Latin America 

117 

103 

101 

94 

— 

— 

— 

— 

Africa 

86 

84 



69 

106 

102 

. • . 

Asia 

113 

117 

101 

... 

90 

94 

95 

97 


Cocoa 

Tobacco^ 


1936 

1937 

1939 

1940 

1936 

1937 

1939 

1940 

World excluding 









U.S.S.R 

101 

104 

102 

98 


104 

113 

104 

North America 

— 

~ 


— 

81 

111 

133 

97 

Latin America 

88 

87 

94 

85 

87 

91 

99 

99 

Africa 

109 

114 

107 

106 


93 

103 

103 

Asia 

89 

98 

105 

105 


99 

103 

108 


1 Tobacco, Europe: 126 115 109 109 


materials both for food and feed and certain chemical industries was 
as large in 1940 as in 1939. Production rose sharply in North and 
Latin America but dropped considerably in Africa and heavily in 

Table 9 — Distribution and Moz^ement of Oil Material 
and Oil Production by Continental Groups 

%distri- Indices (1938 = 100) 

button 



1936-38 

1936 

1937 

1938 

1939 

1940 

U.K., Ireland* 

0.9 

86 

85 

100 

78 

98 

Continental Europe 

14.3 

98 

132 

100 

127 

(101) 

U.S.S.R 

5.8 

96 

99 

100 

101 

107 

Asia 

44.1 

97 

105 

100 

98 

(99) 

Africa 

12.2 

115 

119 

100 

104 

(98) 

Oceania 

0.9 

106 

109 

100 

102 

(102) 

North America 

13.3 

90 

127 

100 

114 

128 

Latin America 

8.5 

121 

108 

100 

88 

no 

World 

100.0 

100 

113 

100 

104 

(104) 


♦Whale oil only. 
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Continental Europe (mainly olive oil), though, in the latter case, 
seemingly not below the 1938 level. However, since the Norwegian 
whale oil production, in reality located in the Antarctic, did not “ac- 
crue’’ to the Continent of Europe in 1940, while imports of oil ma- 
terials and crude oils, the net balance of which before the war was 
normally as large as the Continent’s own production, were practically 
cut off, an extreme shortage of oils and vegetable fats as well as of 
animal fats arose on the Continent. 

In pre-war years Continental Europe was even more dependent on 
other continents for textile raw materials than for oil materials, its 
net imports of textile fibres being considerably greater than its own 
production. The degree of this dependence, however, tended to lessen 
somewhat year by year owing to the rapid expansion of its output 
of synthetic textiles which are included with natural fibres in Table 
10.^ The dependence of the British textile industry upon raw material 
imports was of course much more pronounced, as the first column of 
the table indicates. The drop of the domestic raw textile production 


Table 10 — Distribution and Movement of Textile Raw 
Material Production by Continental Groups 


% distri- 
bution 
1936-38 


U.K., Ireland 2.5 

Continental Europe 12,8 

U.S.S.R 10.2 

Asia 29.2 

Africa 6.0 

Oceania.... 6.2 

North America 25.7 

Latin America 7.4 

World 100.0 


Indices (1938 = 100) 


1936 

1937 

1938 

1939 

19401 

105 

108 

100 

114 

100 

82 

97 

100 

no 

113 

94 

101 

100 

107 

97 

117 

116 

100 

105 

112 

105 

113 

100 

103 

107 

98 

101 

100 

109 

107 

103 

145 

100 

105 

115 

94 

100 

100 

105 

103 

102 

116 

100 

106 

no 


1 Preliminary estimates, based on somewhat incomplete data. 


in 1940 to the low level of 1938, therefore, was by itself of no great 
significance for the manufacturing industry so long as raw material 
imports could be maintained" or stocks remained ample, which is offi- 
cially stated to have been the case. 

* The share of Continental E 2 iirope in the world production of all textile raw mate- 
rials including synthetic semi-manufactures rose from an average of 12.8% in 
1936-38 to about 15% in 1940. The separate indices of its productU)n of synthetic 
textiles and natural fibres were as follows (1938 == 100) : 

1936 1937 1938 1939 1940 

Rayon and Staple fibre 73 96 100 114 119 

Natural fibres 94 100 100 105 107 

2 Quantity figures for the foreign trade of the United Kingdom during the war 
are not published, but the net import values (embodying the rise in c.i.f. prices) of 
textile raw materials since 1938 are as follows (£ooo,ooo*s) : 

1938 1939 1940 

71-4 79.3 135.7 
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Emergency stocks in Continental Europe are believed to have been 
much reduced in 1940 and during the course of this year rationing of 
civilian purchases of textile manufactures and clothing became gen- 
eral. By June ist, 1941 such rationing was introduced also in the 
United Kingdom. 

The textile index for Oceania relates almost exclusively to the 
wool clip, which was slightly lighter in 1940. 

The decline in the textile production index for the U.S.S.R. in 
1940 was due to a 25% drop in its cotton crop. Elsewhere the cotton 
production was generally higher, though only in Latin America and 
India did it exceed the record figures for 1937. 


Table ii — Cotton Production 


In thousands of bales of 478 lbs. 


United States 

India 

China, inch Manchuria 
U.S.S.R 


Egypt 

Brazil 

Argentine, Peru, Mexico 

Anglo-Egypt. Sudan, Uganda . 

Turkey 

All other countries 

World 


1937 

1938 

18,946 

11,943 

4,788 

4,248 

3,600 

2,300 

3,700 

3,800 

2,281 

1,728 

2,075 

1,989 

953 

1,030 

613 

516 

299 

306 

1,345 

1,240 

38,600 

29,100 


1939 

1940 

11,817 

12,566 

4,136 

4,841 

1,883 

2,354 

4,000 

3,000 

1,801 

1,900 

2,140 

2,465 

1,050 

1,106 

503 

500 

300 

218 

1,270 

1,0001 

28,900 

29,950 


Source : U.S. Department of Agriculture, Bureau of Agricultural Economics, 
The Cotton Situation, May 1941. 

1 Rough provisional approximation. 


Complete data on the 1940 production of non-agricultural raw ma- 
terials are available only for the Western Hemisphere. The relevant 
indices for North and Latin America shown in Table 3 are broken 
down according to four main commodity groups in Table 12. North 
American production of wood products, metals and minerals was 
pushed in 1940 far beyond the high level of 1937, whereas Latin 
American mining was adversely affected by the difficulty of shipping 
ores to Europe for smelting. The rise in the Latin American index 
for non-metallic minerals reflects the impetus given by the war to 
Chilean nitrate production, when the synthetic nitrates previously ex- 
ported in large volume by Germany and some of the countries which 
fell under German control in 1940 were no longer available outside 
Europe. 

World production figures for 1940 with specification according to 
producing countries are available for only a few of the more im- 
portant non-agricultural raw materials covered by the League index. 



— 181 — 


Table 12 — Movement of Production of N on- Agricultural 
Raw Materials in North and Latin America 



% distri- 
bution of 
Total: 
1936-38 

1936 

Indices (1938 = 

1937 1938 

100 ) 

1939 

1940 

1940 as 
%o/ 
1937 

NORTH AMERICA 
Wood products 

16.9 

112 

125 

100 

123 

137 

110 

Fuels and Power 

59.6 

104 

113 

100 

108 

118 

104 

Metals^ 

17.8 

114 

157 

100 

134 

173 

110 

Non-Mctallic min 

5.7 

102 

112 

100 

111 

122 

109 

Total 

100.0 

107 

122 

100 

115 

130 

107 

LATIN AMERICA 

(Wood Products)* .... 


(71) 

(93) 

(100) 

(136) 

(150) 

{161) 

Fuels and Power 

52.1 

88 

101 

100 

107 

103 

102 

Metals' 

34.6 

76 

103 

100 

96 

100 

97 

Non-Metallic min 

13.1 

86 

100 

100 

102 

107 

107 

Total 

100.0 

83 

101 

100 

102 

103 

102 


1 Metal content of ores mined, excluding gold and silver. 

2 Unrepresentative. 


e,g, rubber, petroleum, tin, aluminium and, less complete, copper. The 
rubber and tin statistics are published by the international control 
organizations and the petroleum data available are mainly official. 
While official information is also published regarding copper and 
aluminium in a number of countries, the data relating to the produc- 
tion of these metals in belligerent states and their colonies arc mostly 
private trade estimates. 

There was a spectacular increase between 1938 and 1940 in the 
world production of rubber (55%) and of tin (48%). Practically 
the whole production of these two commodities is located in territo- 
ries of the Allied Powers, more especially the British Commonwealth, 
or accessible to them (Tables 13 and 15). This is largely true also of 
the petroleum and copper production (Tables 14 and 16). Scarcely 
3% of the world output of crude petroleum^ and 12% of the copper 
content of ores mined was derived in 1938 from territories which are 
now (end of July 1941) controlled by or readily accessible to the 
Axis Powers and Japan.^ The present share of these powers is even 
less as the increase since 1938 in the production of crude petroleum 
has taken place exclusively and that of copper mainly in other terri- 
tories.® 

^ Not counting the production of synthetic petroleum in Germany, the volume of 
which is not accurately known, but may have amounted to some 2.5 million metric 
tons in 1940. 

2 Their share in world smelter production of copper in 1938 was not quite 18%. 

2 Between 1938 and 1940 the world output of crude petroleum rose by 11-12% and 
that of copper probably by over 20%, the increase in the smelter production of those 



— 182 — 


Table I ^ — World Production of Rubber 

Shipments in metric tons (000*s) 



1938 

1939 

1940 

British Malaya, N. Borneo and Sarawak 

406 

419 

604 

Ceylon, India and Burma 

Netherlands Indies 

66 

78 

114 

303 

378 

545 

Total 

775 

875 

1,263 

French Indo-China 

60 

66 

66 

Thailand 

42 

42 

44 

Latin America 

19 

19) 

Afi* 

Africa and Oceania 

14 

*18 



World 910 1,020 1,413 

Source : International Rubber Regulation Committee, Statistical Bulletin. 

* Partially estimated. 


Table 14 — World Production of Petroleum'^ 


I. 

U.S.A. and Canada ... 

In metric tons (000,000’s) 

1938 

165.2 

1939 

172.0 

1940 

184.0 

11. 

Latin America 

44.3 

47.7 

45.6 

III. 

Iran 

10.3 

10.4 

10.4 


Netherlands Indies 

7.4 

7.9 

7.8 


Iraq, Arabia, Egypt, Bahrein Is., India, Burma, 

Borneo 8.1 

8.7 

8.3 


Japan and Formosa. . . 

0.4 

0.4 

0.4 


Total III 

26.2 

27.4 

26.9 

IV. 

U.S.S.R 

28.9 

29.5 

29.7 

V. 

Roumania 


6.2 

5.9 


Rest of Europe 

1.4 

1.7 

1.9 


Total V 

8.0 

7.9 

7.8 


World 

272.6 

284.5 

294.0 


Source: Statistical Year-Book and Monthly Bulletin of Statistics, League of 
Nations, supplemented, particularly as regards 1940, by data published in World 
Petroleum (New York). 

" Including shale oil but excluding synthetic petroleum. 


countries (accounting for more than nine-tenths of the world smelter output in 
1938) for which 1940 data are available amounting to about 24%. The smelter pro- 
duction of Japan, Korea and Formosa which, in 1938, was derived to the extent of 
one-fifth from imported ores, increased by some 11%, while that of Continental 
Europe, one-third of which was based on raw materials (ore, concentrates or matte) 
imported from other continents, is bound to have fallen off considerably in 1940. 
Belgium, the principal European copper smelting country, used exclusively imported 
raw materials. On the other hand, in the countries grouped under I-V in Table 16 
the aggregate smelter production rose by some 26%. 
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Table 15 — World Production of Tin^ 


In metric tons (OOO’s) 



1938 

1939 

1940 

I. Malaya (Fed. and Unfederated) 

43.9 

56.9 

86.8 

Netherlands Indies 

27.7 

31.9 

45.2 

China and Burma 

16.3 

16.4 

4 

II. Thailand 

14.9 

17.2 

17.7 

Japan and Fr. Indo-China 

3.9 

3.1 

4 

III. Belgian Congo and Nigeria 

18.2 

21.4 

22.0 

Other Afr. Producers^ 

3.0 

3.8 

4 

IV. Bolivia 

25.9 

27.6 

38.5 

Argentine, Mexico, Peru 

1.9 

2.0 

4 

V. Europe® 

3.5 

3.5 

4 

VI. Oceania 

3.4 

3.5 

4 

Unspecified 

— 

— 

30.4* 

World 

162.6 

187.3 

240.6 


Source: Statistical Year-Book, League of Nations, supplemented, particularly as 
regards 1940, by the Statistical Bulletin of the Tin Research Institute (Greenford, 
England), controlled by the International Tin Research and Development Council. 
1 Metal content of ores mined. 

^ Almost exclusively British Empire territories. 

3 Almost exclusively the United Kingdom and Portugal. 

* Included under the “Unspecified” at the bottom of the table. 

* Partially estimated. 


From Table 17 it will be seen that the last mentioned powers com- 
mand a much larger share in the aluminium supply. The world ouput 
is estimated by the Metal Bidletin (London) to have been some 36% 
greater in 1940 than in 1938. The .share of Germany, Italy and Japan 
in the total for 1940 is estimated at 40% (37% in 1938) and the 
share of the Continent of Europe at 50%. Although the North Amer- 
ican output increased by nearly Ixjtween 1938 and 1940 (U.S.A. 
44% and Canada 30%) a fear of a shortage of aluminium in the 
United States arose in 1941 owing to the greatly increased require- 
ments particularly of the aircraft industry. A nationwide collection 
of old or unused aluminium ware was effected during the summer, 
however, and additional smelting plants are being planned and con- 
structed, bauxite being available in abundance in the Western Hemi- 
sphere. High-grade bauxite deposits have been discovered also in 
Southern Rhodesia and are now being exploited for production inter 
alia of aluminium sulphate, an important basic material for the ex- 
plosives and other chemical industries. 
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Table i6 — World Production of Copper 


In metric tons (OOO’s) 


Copper content 




oj ores minedy 

Smelter production : 


1938 

1938 

1939 

1940 

I. United States 

506 

571 

698 

922 

Canada and Newfoundland 

267 

216 

230 

280* 

Total I 

773 

787 

928 

1,202 

II. Chile, Mexico, Cuba, Peru and 





Bolivia 

448 

411 

403 

405 

III. N. & S. Rhodesia, S.W. Africa and 





Union of South Africa 

276 

111 

225 

244* 

Belgian Congo 

124 

124 

123 

113* 

Total III 

400 

351 

348 

357 

IV. Australia, India, Burma and the 





Philippines 

67 

23 

27 

30* 

Total I, II, III and IV 

1,688 

1,572 

1,706 

1,994 

V. U.S.S.R 

98 

98 

107 

113* 

VI. Japan, Korea and Formosa 

88 

110 

113 

123* 

VII. Yugoslavia and Norway 

Finland, Sweden, Portugal, Spain 

64 

53 

52 

50* 

and Turkey 

61 

36 

38 

38* 

Total VII 

125 

89 

90 

88 

Total above Countries 





(I-VII) 

1,999 

1,869 

2,016 

2,318 

VIII. Belgium 


81 



Germany and Austria 

Italy, France, Czecho-Slovakia and 

30 

69 

’66* 

... 

Roumania 

3 

7 

. . . 

... 

Total VIII 

33 

157 

. . . 

. . . 

IX. United Kingdom 

— 

7 

... 

... 

Grand Total 

2,032 

2,033 

• • . 

... 


Source: Statistical Year-Book and Monthly Bulletin of Statistics, League of 
Nations, supplemented by the Year-Book of the American Bureau of Metal Statis- 
tics and, as regards 1940, by estimates of the Metal Bulletin (London). 

♦ Partly based on private trade estimates. 

1 Mining data for 1940 are lacking for most of the countries covered by the table. 
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Table 17 — World Production of Aluminium 
In metric tons (OOO’s) 



1938 

1939 

1940 

(estimates) 

1. United States 

130 

148 

187 

Canada 

66 

75 

85 


— 



— 

Total I 

196 

223 

272 

11. United Kingdom 

23 

25 

28 

III. U.S.S.R 

44 

46 

65 

IV. Japan 

20 

23 

30 

V. Germany, Austria 

166 

185 

240 

Italy 

26 

34 

40 

Norway 

29 

32 

25 

Hungary and Yugoslavia 

2 

4 

4 

France 

45 

50 

50 

Switzerland and Sweden 

29 

30 

33 


Grand Total 580 652 787 

Source : Statistical Year-Book^ League of Nations, supplemented, particularly as 
regards 1940, by estimates of the Metal Bulletin (London). 


The world production of iron and steel in 1938 and 1939 is sum- 
marized in Table 18. Reliable production data for 1940 are lacking 
for the majority of the belligerent countries.^ 


Table 18 — World Production of Iron and Steel 


In metric tons (000,000’s) 



Pig 

Iron and Alloys 

Steel Ingots and 

Castings 


1938 

1939 

1940 

1938 

1939 

1940 

United States 

19.5 

32.4 

42.6 

28.8 

47.9 

60.8 

United Kingdom, Canada, 







Australia, India, South Africa 

10.4 

12.3* 


14.2 

17.6* 


France, Belgium, Luxemburg. , 

10.1 

12.7* 


9.9 

13.4* 


Rest of Continental Europe . . . 

22.9 

24.3* 


30.3 

31.3* 


Japan, Korea, Manchukuo. . . . 

3.0 

3.3* 


5.9 

6.8* 


U.S.S.R 

14.6 

15.6 


18.0 

18.8 


Other countries 

1.4 

1.5 


1.4 

1.7 


World 

81.9 

102.1 


108.5 

137.5 



Source: Statistical Year-Book and Monthly Bulletin of Statistics^ League of 


Nations. 

* Partly estimated. 


^The monthly production data available prior to the blackout of statistics on 
account of the war have permitted of estimating the 1939 production of these coun- 
tries with a fair degree of accuracy. 
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Of the increase of 29 million tons (+27%) in the output of steel 
ingots and castings between 1938 and 1939, over two-thirds or 19 
million tons were accounted for by the United States, about 33^ mil- 
lion each by the British Commonwealth and by France, Belgium and 
Luxemburg, i million by the other countries on the European Con- 
tinent (including Germany and Italy) and 2 million tons by the rest 
of the world. In 1940 the steel output of the United States increased 
by another 13 million tons, reaching a total more than double that of 
1938. In that year, owing to the industrial recession, the margin of 
unused steel-plant capacity was particularly broad in the United 
States and considerable also in France as well as in the United King- 
dom. In Germany, on the other hand, where incisive restrictions on 
iron and steel consumption for non-military purposes were enforced 
long before the war, the capacity limit of existing steel plants is be- 
lieved to have been very nearly reached by the end of 1938. Later on 
she was able to draw on the steel industry of occupied countries for 
her war requirements. In Belgium, however (where the publication 
of current production data has been resumed), the output of pig-iron 
in 1940 is reported to have been 42% and that of steel 39% less than 
in 1939. Also the French iron and steel production would appear to 
have declined considerably. 

In the United States during 1941 the steel output has run close to 
the limit of reported capacity, which is being extended, however, by 
reconditioning and expansion of old and construction of new plants. 
Towards the end of July it was announced that the Office of Produc- 
tion Management had approved proposals to increase existing capacity 
of pig-iron production by 6j/2 million tons, while the possibility 
of increasing steel ingot capacity by 15 million tons was being ex- 
plored, the steel industry having already submitted plans for increas- 
ing existing capacity “in excess of 10,000,000 tons.” Regardless of 
this expansion programme which might require considerable time for 
its full execution, measures are being taken for reducing steel con- 
sumption for non-defence purposes and more especially for the 
manufacture of private motor cars. 

Stocks 

The information about stocks of primary commodities published 
since the outbreak of war is scant. Indeed, tin is the only metal for 
which world stocks statistics arc available today. It is known that 
certain European countries were accumulating stocks both of war 
material and of food l)efore the war, and that these stocks have in 
general been largely depleted. It is known, too, that, on the other hand, 
during the course of the war stocks of certain products such as 
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cereals, fats, cocoa, etc., have been piling up outside the Continent of 
Europe in the countries producing those products, but only for a 
limited number of these commodities — especially those produced 
mainly in the western hemisphere — is anything approaching complete 
statistical information available. In spite of this paucity of figures, 
however, the general nature of the problems that present themselves 
and that arc likely to present themselves in the future — the impover- 
ishment of Europe, the financing and the final liquidation of accumu- 
lations elsewhere, the general and specific scarcity of metals — is 
patent enough and can be illustrated. 

It may perhaps be convenient to begin with such illustrative data 
relating to minerals as are available. The Tin Research Institute con- 
tinues to furnish world figures for tin stocks month by month ; these 
arc reproduced below for certain selected dates. 


Table ig — Tin Stocks 

In metric tons (OOO’s) at the end of: 

Jan. Jan. July Jan. July Jan. 
Tin Stocks 1938 1939 1939 1940 1940 1941 

U.S.A., Stocks and landing. 4.9 4.8 5.4 1.8 6.7 9.6 

U.K., Stocks and landing. . 3.0 11.0 10.2 3.6 2.4 4.3 

World afloat* 9.2 6.5 7.4 19.7 24.1 25.3 


Apr. 

1941 

5.1 

2.2 

28.4 


May 

1941 

7.3 

3.1 

27.4 


Carry over, Europe 5.5 

Carry over, Straits 

Settlements 6.2 

Smelters’ Stocks** ® 15.2 


9.2 

14.4 


June 

1941 

2.9 

3.6 

27.6 


Total visible supply .. 17.1 22.3 23.0 25.1 33.2 39.2 35.7 37.8 34.1 


6.9 3.6 5.1 2.8 2.9 2.1 1.6 2.4 


2.2 5.1 2.8 3.4 2.0 2.5 3.1 

11.3 14.8 10.8 15.3 14.5 16.2 17.3 


Total Stocks® 44.0 52.8 40.1 50.1 49.6 60.8 54.3 58.1 56.9 


« The increase in the proportion of stocks afloat is mainly due to the extension of 
shipping routes and decrease in the speed of transport. 

** Smelters outside restriction areas. 

' Tin and tin in ore and in intermediate products. 


The production quota under the international tin control scheme 
which was lowered to 35% of the standard tonnage in 1938, owing 
to the industrial recession, was increased to 120% for the third quar- 
ter of 1939; after temporary reductions in the autumn of that year 
and the following spring, it was further increased to 130% for the 
third quarter of 1940 and maintained at that rate up to the end of 

This increase in the production (or, in fact, shipping) quota was 
made mainly to allow the 'Fin Reserve Company^ in the United States 
to build up a Government reserve of this metal by purchases in the 

^ A subsidiary of the Reconstruction Finance Corporation. 
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open market. For this purpose an agreement covering 75,000 tons of 
tin was concluded with the International Tin Committee in the sum- 
mer of 1940. By the end of June 1941, when this total was raised to 
112,500 tons, the amount actually received by the Reserve Company 
was reported^ to have been 36,000 tons, apparently excluded from 
the international statistics summarized above. 

The ratio of total stocks to apparent annual world consumption of 
tin as estimated by the Tin Research Institute was 24% in January 
1940 and presumably but little lower during the first half of 1941.^ 
The stocks of most other “strategic” metals probably afforded less 
comfortable safety margins. 

Data on stocks of copper, lead, zinc and crude petroleum relate 
mainly to the United States : 


Table 20 — Copper, Lead, Zinc and Petroleum Stocks 


In metric tons (OOO’s) at the end of: 

Copper Stocks Dec. Dec. Dec. July Jan. July Jan. Apr. July 

1936 1937 1938 1939 1940 1940 1941 1941 1941 


United States, Refined 

copper* 146 235 

Western Hemisphere, 

Blister copper* 343 459 

United Kingdom (Ware- 
houses) 47 29 

Le Havre (Official Ware- 
houses) 11 10 

Lead Stocks 

U.S. A., Refined leads.... 161 103 

Lead in ore, etc., 
and refined® ... 223 189 

Zinc Stocks 

U.S.A. Refined zinc® .... 41 59 

Petroleum (crude) Stocks 

U.S.A.. 41.0 41.5 

Argentine 0.3 

Roumania 0.4 


263 

287 

123 

196 

106 

90 

89 

445 

• 

(362)* 

• 

(357)3 

• 

• 

30 

24^ 

. 

• 

. 

• 

• 

7 

10 

• 

• 

• 

• 

• 

116 

113 

62 

43 

43 

39 

17 

191 

192 

142 

136 

127 

106 

... 

115 

120 

58 56 

(000,000’s) 

9 

7 

9 

39.4 

38.6 

34.3 

37.4 

37.2 

37.6 

36.0 

0.3 

0.3 

0.3 

0.4 

0.4 

0.4 

0.4 

0.4 

0.4 

0.5 

0.4 

(0.5)^ 

. 

. 


Sources: American Bureau of Metal Statistics, Reports and Year-Book \ U.S. 
Department of Commerce, Survey of Current Business; U.S. Bureau of Mines, 
Monthly Petroleum Statement; League of Nations, Monthly Bulletin of Statistics, 
At refineries and in commodity exchange warehouses. 

2 At smelters and refineries and in transit. 

3 End of preceding month ; exclusive of stocks at Canadian smelters and refineries. 

* End of August 1939. ® Al smellers and refineries. 

® At refineries. End of November 1940. 


1 The Economist, July 4th, 1941. 

2 The publication of this ratio was discontinued in April 1940. It should be men- 
tioned, however, that world production during the first half of 1941 was over 11% 
greater than during the corresponding period of 1940. 
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It will be seen that the visible stocks of copper, lead, and zinc in 
the United States declined rapidly during the course of this year. 

Available statistics regarding aluminium stocks in the United States 
only show increases or decreases without disclosing the total volume 
of the stocks. The annual changes since the end of 1936 in stocks at 
producers’ plants were as follows (in metric tons) : 1937, —1,600; 
1938, +51,300; 1939, —28,500; 1940, —27,400. Thus, at the end 
of 1940, according to these figures, total stocks were only 6,000 tons 
smaller than at the end of 1936; meanwhile, however, the demand 
particularly for aircraft production has very greatly increased, which 
explains the shortage to which reference has been made above. 

The changes in United States stocks of crude petroleum (esti- 
mated before the war to have constituted about two-thirds of world 
stocks) have been comparatively slight during the last two years. 
Production during the first six months of 1941 was 3% or 2.7 million 
tons smaller than during the same period of 1940; but exports (ex- 
cluding bunker oil) were down over 40% or al 30 ut 23/^ million tons. 
No great changes therefore occurred in the total domestic supply. Re- 
strictions on petroleum consumption in the United States along the 
east coast were introduced, however, as from August 1941 in order 
to release for petroleum transport to the Allies part of the tanker ton- 
nage normally required for domestic transports along that coast. 

Rubber stocks have increased very considerably during the war, 
reaching an all-time record by the spring of this year. The percentage 
of the basic tonnage fixed (by the International Rubber Regulation 
Committee) as permissible exports from the regulated areas, which 
was 60% at the outbreak of the war, was gradually increased during 
the subsequent eighteen months to 100% for the first three quarters 
of 1941 and in August to 120% for the last quarter. As shown be- 
low, the volume of the stocks held in the rubber producing countries 
at the end of April 1941, though larger than in July 1939, was 
probably^ somewhat smaller than in December 1938. As in the case 
of tin, the increase in primary stocks has taken place mainly in quan- 
tities afloat. In the United States, the world’s largest consumer, tak- 
ing normally more than half the annual world output of natural rub- 
ber, the stocks fell steadily from over 300,000 tons in the spring of 
1938 to but little over 100,000 tons by the end of November 1939. 
Large reserves have been accumulated since then which amounted to 
400,000 tons at the end of July 1941. The raising of the export quota 
mentioned above was made to facilitate the building up of a Govern- 
ment reserve in the United States. An initial amount of 87,000 tons 
of rubber for that purpose was received in exchange for 600,000 

1 Recent data on stocks in India and French Indo-China are not available. 



190 — 


Table 21 — Rubber Stocks 

In metric tons (OOO’s) at the end of: 


Rubber Stocks Dec. Dec. Dec. July Jan. July Jan. Apr. 

1936 1937 1938 1939 1940 1940 1941 1941 

Br. Malaya, 

Br. Borneo, 

Ceylon, Netherl. 

Indies and Brazil 107.2 156.3 168.4 141.0 162.7 133.9 149.6 162.0 

India 4.1 7.6 8.0 6 .P 6.7^ 6 . 0 » 

French I ndo-China 1.2 6.1 6.9 4.6^ 7.3^ 

Afloat 104.6 137.2 81.3 106.7 177.8 254.0 269.3 279.4 


Total I.... 217.1 307.2 264.6 258.4 354.5 (387.9)* (418.9)* (441.4)* 

United States*. .. . 226.6 266.4 235.2 177.0 141.5 178.3 314.4 335.0 


Total II... 443.7 573.6 499.8 435.4 496.0 (566.2)* (733.3)* (776.4)* 

United Kingdom: 

In public ware- 
houses 79.7 58.7 88.2 58.2 .... 

With manufac- 
turers 24.8 22.5 15.9 20.0 22.2 (24.6)^ 


Total III.. 548.2 654.8 603.9 513.6 


Source: Statistical Bulletin, International Rubber Regulation Committee. 

* Provisional. 

’ End of preceding month. 

2 Excluding India and French Indo-China. 

^ Stocks with manufacturers, importers, dealers, etc. 

* End of May 1940 . 

bales of American surplus cotton under the barter agreement con- 
cluded with the United Kingdom in the summer of 1939, and in the 
summer of 1940 the Rubber Reserve Company (organized by the 
Reconstruction Finance Corporation) concluded an agreement with 
the International Rubber Regulation Committee providing for pur- 
chases in the open market of 330,000 tons up to the end of 1941 — 
subsequently raised to 430,000 tons. Two hundred thousand tons had 
been received by the end of June this ycar^ when the Reserve Com- 
pany became the sole importer of rubber into the United States. 

In order to reduce consumption from the recent annual rate of 
over 800,000 down to 600,000 tons, consumers arc to be given a 
pro rata quota. The consumption of reclaimed rubber increased and 
totalled over 190,000 tons in 1940 and reached an annual rate of 
230,000 tons during the first half of 1941. 

For purposes of comparison, it may be mentioned that the Regula- 
tion Committee estimates the crude rubber consumption of the 
United Kingdom in 1940 at nearly 150,000 tons, the net imports of 
the Continent of Europe at about 130,000 tons, practically all in the 
first half of the year, and those of the rest of the world at about 

1 The Economist, July 4 th, 1941 . 
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160,000 tons. According to the estimates for the first six months of 
1941, consumption would appear to have been well maintained in the 
United Kingdom and the intake of the European Continent and “rest 
of the world’’ combined^ to have declined by 50%. 

Although the stocks of rubber in the world today are larger than 
they have ever been, they constitute for the most part a deliberately 
planned reserve against war risks and do not rq)resent a special prob- 
lem similar to the surplus stocks of certain other commodities that 
have accumulated since the outbreak of war. These surplus stocks have 
nearly all been of vegetable origin.^ 

Thus, no serious surplus-stock situation has developed in respect of 
wool. Available supplies have been in eager demand during the war 
both for current consumption, which has increased materially, and for 
the purpose of building up reserves, especially on the part of the 
United Kingdom and the United States. Early in the war the United 
Kingdom undertook to purchase for several years ahead the entire 
Australian, New Zealand and South African clips. The United States 
demand has been satisfied mainly by South American producers, but 
in December 1940 the American government decided to create a re- 
serve of Australian wool, amounting to 250 million pounds. 

Until recently the raw silk market in Japan, by far the largest ex- 
porter of that commodity, benefited from the increased American de- 
mand consequent upon the business expansion in the United States. 
But since the freezing of Japanese accounts in that country and the 
complete cessation of raw silk imports the Japanese silk producers 
have been faced with a very difficult surplus problem. 

The commodities of vegetable origin, large surplus stocks of which 
exist today, naturally fall into two classes : namely, those of which 
surpluses existed or tended frcciuently to occur before the war, such 
as cotton, wheat, sugar, etc, ; and those the surpluses of which are 
alninsr^hdlly due to loss of markets during the war. In the latter 
class perhaps may be mentioned first the various vegetable oil ma- 
terials such as copra, ground nuts, linseed, etc., large” Stacks of 
arc,ac^^^^ in the Philippines, Netherlands Indies, India, 

We’S' Africa, Argentina and Uruguay, mainly owing to the closing 
of the European market. For these commodities and for a number of 
others, so long as they are reasonably easy to store, the immediate 
problem is and the ultimate problem will be mainly one of finance; 
for at the end of the war there will be an enormous potential demand 
if financial means can be found to satisfy it. 

1 Separate estimates for the European Continent are not given for 1941 by the 
Regulation Committee. 

2 For an account of the measures taken by the U.S. Government to alleviate the 
situation in certain Latin American countries, see Chapter VIII. 
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African and Caribbean cocoa producers are in much the same situa- 
tion as the producers of oil materials. In the tea trade of India, Cey- 
lon and Netherlands Indies, the International Tea Committee has 
been able to exercise a control over the stock position. The export 
quota kept at 95% of the standard tonnage during the year April 
1939-March 1940 was lowered to 92^4% for 1940/41 and to 90% 
for 1941/42. The coffee surplus in Brazil has for many years past 
placed the authorities of that country before difficult adjustment 
problems. The loss of most of the Continental European market dur- 
ing the war threatened to render the surplus increasingly burdensome 
despite the various attempts made to control production, the out- 
right destruction of part of the surplus, and a five-months drought in 
1940. This drought helped to reduce the coffee stock at Brazilian 
ports from 334 million bags at the end of 1939 to about 2 million 
bags in April 1941. But there are, in addition, large unrecorded stocks 
in the interior of the country. 

Other Latin American countries have also felt the impact of the 
war on their coffee exports. Consumption in the United States, the 
largest single market for coffee, has increased steadily in recent years, 
however, and may, with the maintenance of reasonable prices, be 
further increased, which would help to alleviate the surplus problem 
in the producing countries. In the autumn of 1940 an Inter- American 
agreement was negotiated with a view to the fixing of basic quotas 
for exports to the United States from each country concerned. Ad- 
justments of these quotas according to the import requirements of 
the United States are made by an Inter-American Coffee Board set 
up under the agreement which went into effect in the spring of 1941. 
A first increase by 5% of the basic quotas for the year ending Sep- 
tember 30th, 1941 was made in May to take effect as from June ist. 

According to the estimates of Messrs. Lamborn & Co., New 
York,^ world consumption of sugar fell short of world production by 
roughly one million tons both in the year September 1939- August 
1940 and in 1940/41. World stocks which amounted to nearly 1034 
million metric tons — about one-third of the annual production — at 
the end of August 1939 are estimated therefore to reach 1234 million 
tons by the end of August 1941. Of this increase, Java alone accounts 
for well over 600,000 tons,^ Cuba for about 350,000, and Conti- 
nental Europe for nearly 700,000 (relating entirely to the first year 
of the war),® while stocks in the United States declined slightly from 
1.5 to 1.4 million tons. 

1 Lamborn’s Sugar Statistical Bulletin, 

2 Stocks in Java almost doubled between August 1938 and August 1941, rising 
from nearly 700,000 tons to a little short of 1,400,000 tons. 

^ A small decline is estimated for the second year. 
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Large as these estimated stocks of sugar are, by far the largest 
stocks in terms of value are those of wheat and cotton, and by far 
the greater part of the stocks of these two" commodifies — ^and also of 
rnajze and tobacco — are held in the Western Hemisphere. The situa- 
tion with regard to these commodities is summarized in the following 
tables. 

Table 22 — Wheat Stocks 


In bushels (000,000’s), end of July; 


Surpluses for export or carry-over: 1936 


United States® 142 

Canada 127 

Argentina® 60 

Australia® 43 


1937 

1938 

1939 

1940 

194P 

83 

153 

252 

282 

395 

37 

31 

110 

299 

496 

45 

72 

230 

75 

155 

41 

50 

50 

125 

70 


Four chief exporters® 

372 

206 

306 

642 

781 

Danubian exporters 

34 

40 

36 

75 

85 

Europe, excl. Danubian exporters . 

296 

220 

194 

374 

440 

World, excl. U.S.S.R. and Asia. . . 

752 

512 

600 

1,155 

1,400 



Sources: Wheat Studies of the Food Research Institute, Stanford University; The 
Wheat Situation, U.S. Department of Agriculture; Monthly Review of the Wheat 
Situation, Dominion Bureau of Statistics, Canada. 

^ Preliminary estimates subject to revision, particularly as regards the figures for 
Argentine and Australia, which are but rough forecasts. 

2 The U.S. data relate to the end of June each year. 

^ End-of-season surpluses were : 



1938 

1939 

1940 

1941 

Argentine, January ist 

60 

222 

62 

130 

Australia, December ist of previous year 
Four chief exporters, total of individual 

47 

46 

117 

60 

end-of-season stocks 

291 

630 

760 

1,081 


The wheat surplus which arose during the late twenties and the 
early thirties in the four chief exporting countries had been prac- 
tically wiped out by 1937. As a result of unusually large crops in 
subsequent years, however, and the shrinkage of export markets, the 
surplus today is greater than it has ever been. 

Under the circumstances, the shouldering by Governments of the 
burden of financing the surpluses (by purchases or loans to the pro- 
ducers) and other national measures taken to avert a disastrous 
slump in wheat prices and to encourage acreage reductions can only 
relieve the pressure on the farmers for a transition period until an 
international solution of the surplus problem proves possible of 
realization. 

In July 1941, an international wheat conference of Government 
representatives from Argentina, Australia, Canada, the United King- 
dom and the United States met in Washington to consider the prob- 
lems of the world wheat situation. A tentative agreement was drawn 
up and submitted to the respective Governments. While no details of 
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Table — Maize Stocks 

In bushels (000,000’s) 


U.S.A., Stocks on farms^ 

1936 

1937 

1938 

1939 

1940 

1941 

end of September 

175 

61 

353 

556 

555 

(741)3 

end of December 

807 

1,673 

1,820 

1,914 

1,810 


Commercial stocks* 

end of September 

4 

6 

10 

15 

41 

(53)» 

end of December 

14 

36 

53 

46 

70 


Totals 

end of September 

179 

67 

363 

571 

596 

(794)» 

end of December 

821 

1,709 

1,873 

1,960 

1,880 

Argentina, Exportable Surplus: 

end of February 

56 

40 

12 

14 

10 

254 

end of March 

371 

282 

125 

136 

313 

475 


Sources: Agricultural Statistics (Annual) and Crop Reports, U.S. Department 
of Agriculture; Rcinsta Economica, Supplemento Estadistico, Banco Central, Ar- 
gentina. 

^ Including maize under Government loans on farms but excluding maize owned 
and stored in steel bins by the Commodity Credit Corporation amounting at the end 
of June 1940 and 1941 to 91 and 123 million bushels. 

2 Stored at terminal points. 

® End of June 1941; corresponding figures at end of June 1940 were: on farms, 
853 ; commercial, 25 ; and total 878 million bushels. 

the draft agreement have been published it has been made known' 
that the discussions covered a wider range of subjects than those of 
previous international wheat conferences and that post-war relief 
received considerable attention besides the old problem of sharing 
world markets on some eciuitable basis. “In view of the record liigh 
level of world exportable stocks on July 31st, which are considered 
sufficient to meet the normal requirements of importing countries 
during 2 years, the exporting countries are faced with the necessity 
for some form of production control. In many countries, on the other 
hand, particularly in Europe, reconstruction problems will arise from 
the distortion of agriculture under war conditions. Not only must 
some plan be devised to remedy these abnormalities, but it is also 
desired that greater post-war happiness for the people may be at- 
tained through applying to their relief the increasing knowledge of 
the relationship of food to health. By means of an international ever- 
normal granary, it is hoped that a large pool of relief wheat may be 
made available at prices reasonable both to consumers and producers 
and free of charge to those made destitute by war.*'^ 

^ Cf. Foreign Crops and Markets, U.S. Department of Agriculture, August nth, 

1 Ibid., page 145. 

2 Ibid., page 145. 



Table 24 — Cotton and Tobacco Stocks 

Cotton Stocks (in thousands of bales) Tobacco Stocks 
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The maize situation resembles in certain respects that of wheat, 
though large-scale surpluses liave arisen in fewer countries, prin- 
cipally the United States and Argentina. In the United States the 
end-of-season stocks showed a sharp increase between 1937 and 
1940, but are expected to fall somewhat in 1941* other hand, 

the new crop, to be marketed in the late autumn, is estimated to ex- 
ceed that of last year by 4%. The situation is not viewed with too 
grave concern, however, since an increased output of various animal 
products in connection with the Aid-to-the-AIlies programme is ex- 
pected to absorb a substantial part of the excess supply of maize for 
feeding purposes. A very large proportion of the maize surplus, as 
also of wheat, cotton, tobacco and several other crops, is financed by 
Government loans to the farmers. 

In Argentina, where a very serious surplus situation arose as a 
result of the two consecutive bumper crops in 1939/40 and 1940/41, 
Government machinery on the United States model for financial as- 
sistance to the farmers took shape early in 1941, after a loan and 
credit facilities totalling $110 millions (equivalent to 500 million 
pesos) had been negotiated for that purpose in the United States in 
December 1940. Sufficient storage facilities offering satisfactory pro- 
tection from moisture were, however, lacking in the interior, and it 
is reported’ that a considerable portion of the old crop is no longer 
suitable for export. At least one-quarter of the ‘‘exportable'’ surplus 
is believed to be thus affected and may therefore have to be destroyed. 
In this connection, an official campaign has been started to induce 
the use of unshelled maize as fuel for central heating and in cooking 
stoves as well as for goods-train locomotives. 

The cotton surplus is principally a United States problem as is also 
the tobacco surplus. An anticipated 12% drop in the 1941 tobacco 
crop compared with that of last year, which was of average size, may 
help to relieve the position to some extent. 

The huge excess of American cotton left by the record crop of 
1937 and further increased in 1939 (Respite a sub-normal crop in 
1938) was appreciably reduced during the first year of the war when 
the channels of export largely remained open. Owing to the much 
enhanced difficulties of export during the subsequent twelve-months 
period, however, total stocks again increased in spite of record do- 
mestic consumption. The official forecast of the end-of-season (July 
31st) stocks in 1941 puts the total but little below the corresponding 
figure for 1939. But the present year’s crop is estimated to be about 
14% less than last year’s, which was not a large one, and reductions 
of the cotton acreage continue to be effected. Moreover, the rising 
domestic demand for cotton is likely to be intensified as a result of 
the recent stoppage of the silk imports from Japan. 

1 Foreign Commerce Weekly, U.S. Department of Commerce, August Qth, 1941. 



CHAPTER VII 


INDUSTRIAL ACTIVITY 

The majority of the belligerent states no longer publish current 
statistics of industrial production and in many other countries this 
class of statistics is not yet highly developed. It is therefore not pos- 
sible to present a comprehensive picture of the industrial changes in 
progress during the last two years. Moreover, even in countries in 
which production indices are still regularly compiled, they may be 
to some extent misleading because of the changes that are taking 
place in the relative importance of different industries and the growth 
of new industries not covered by the statistics. In times such as these, 
when radical changes in industrial structure are being effected and 
infant industries are being born, such indices tend rather to under- 
state than to exaggerate industrial activity. 

World industrial production, which had shrunk by about one- 
third between May 1937 and May 1938, recovered rapidly after the 
turn of the latter year. In Europe activity was intensified by arma- 
ment efforts and continued to increase up to the outbreak of war; 
but in the United States it tended somewhat to decline again during 
the first half of 1939. The course of production during the war in 
those countries that have continued to publish indices of industrial 
activity may be judged from Table i, below. 

Unfortunately, these countries do not reflect individually or col- 
lectively many of the most significant effects of the outbreak of war, 
for few belligerents divulge the nature of their industrial changes. 
But an indication of the increase in activity in some of the belligerent 
countries is afforded by Table 2, which shows the state of employ- 
ment. 

In the countries of Europe that were at first neutral, the outbreak 
of war did not cause an immediate change in the upward trend of pro- 
duction; but in a number of them mobilization, the loss of foreign 
markets, difficulties of transport and, with gradual but increasing 
influence, the blockade, led to a contraction of aggregate output in 
1940. As the year progressed, the pressure of these forces tended to 
make itself more and more acutely felt in certain of the countries 
which were not overrun by foreign troops. In the areas occupied by 
Germany, the requisitioning of raw materials and the incorporation 



Table i — Indices of Industrial Production in 
Certain Countries, ipjp-41 

G — General Index M — Engineering 

C — Goods Currently Consumed T — Textiles 

I — Investment Goods P — Paper 


1938 =100 


Country 

1939 

1940 

1941 

Quarterly average 

I 

II 

111 

IV 

I 

II 

III 

IV 

1 

II 

Belgium 

G 

104 

112 


117 

113“ 

... 

• ■ ■ 

... 

... 

... 

Bulgaria 

G 

80 

99 

130 

115 

83 

101 

142 

143 

92 



c; 

91 

97 

100 

no 

119 

132 

140 

144 

... 

... 

Canada^ A J 

c 

101 

104 

106 

121 

113 

111 

no 

120 

. . . 

. . . 

I 

97 

107 

112 

112 

109 

134 

147 

142 

... 

... 


G 





119 

132 

142 

145 

139 

144 

B 

c 


... 



... 

105 

109 


111 

no 

115 

( 

I 

... 

... 

... 

... 

115 

131 

147 

148 

145 

150 

Chile 

G 

87 

97 

101 

109 

103 

112 

112 

112 

125 

116- 

/ 

G 

102 

107 

108 

106 

103 

89 

82 

83 

82 

87 

Denmark 

c 

104 

107 

107 

105 

104 

91 

83 

85 

85 

85 

I 

112 

mum 

108 

108 

101 

86 

81 

82 

78 

90 

/ 

G 

109 

105 

115 

109 

102 

115" 

• • • 

... 

... 

... 

Estonia j 

C 

112 

104 

115 

104 

101 

MS- 

. . . 

• . . 

. . . 

. . . 

I 

101 

108 

116 

104 

96 

n3« 

... 


... 

... 

Finland* 

G 

108 

95 

92 

54 

40 

31 

40 

35 

43 

• . • 


G 


109 

127 

135 

128* 

128* 

124* 

134* 


... 

Hungary 

C 

Itfl 

■tiki 

123 

134 

128* 

120* 

115* 

129* 

. . . 

. . . 

I 

rntm 

113 

124 

128 

120* 

135* 

134* 

133* 

... 

... 


I 

no 

115 

103 

115 

133 

128 

116* 

122* 

134* 

137»> 

India 

T 

95 

97 

90 

103 

■SSI 


95* 

91* 

94* 

106»> 

P 

102 

106 

113 

130 

131 

140 

145* 

153* 

154* 

168** 

1 


105 

104 

108 

101 

97 

99 

106 

... 

... 

... 

Japan 

c 

100 

96 

mm 

94 

89 

86 

85 

. . . 

. . . 

. . . 

il 

108 

wm 

113 

106 

103 

109 

118 

... 

... 

... 

1 


101 

97 

95 

HBti 

81 

84c 

... 

... 

... 

• • • 

Latvia j 

c 

106 

96 

89 

107 

85 

84" 

. . . 

. . . 

... 

. . . 

ll 

78 

104 

119 

96 

61 

84" 

... 

... 

... 

... 

1 


101 

106 

102 

113 

108 

68 

93 

104 

95 

97- 

Norway j 

c 

96 

mm 

101 

118 

107 

76 

97 

104 

94 

93" 

ll 

101 

102 


109 

106 

63 

89 

101 

93 

96" 

Roumania* 

G 

100 

92 

113 

102 

95 

96 

... 

... 

... 

... 



103 

106 

107 

109 

109 

95 

90 

91 

90 

89 

Sweden 

C 

100 

103 

105 

no 

108 

87 

84 

85 

84 

84 

I 

103 

106 


111 

113 

109 

no 

112 

. . . 

• ■ • 



103 

wm 


109 

111 

no 

no 

113 

112 

114 



115 

112 

122 

141 

133 

132 

139 

152 

160 

169 

United States 

C 

no 

118 

114 

122 

116 

117 

118 

127 

131 

143 

I 

124 

120 

137 

172 

162 

156 

182 

201 

220 

227 

1 

[m 

114 

117 

127 

148 

152 

152 

169 

188 

215 

246 


* Provisional figures. 

* January and February only. April only. “ April and May only. 

1 A: 1926 = 100; B: 1935-39 = 100. Index changed from February, 1941. 

2 Export industries only. 

* Manufacturing only. 
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of the various national economies into the German system of war 
economy led not only to a curtailment of total output but to radical 
changes in manufacture. Many industries producing consumers’ 
goods for the domestic market were severely restricted or their plants 
closed down, while, when machinery was not transported bodily to 
Germany as was frequently done, industries of importance to the 
German war effort were kept active in filling German orders. In some 
cases, new plants were erected to meet German military needs. Thus, 
in both Denmark and Norway there has been an expansion of the 
heavy industries for this purpose, an expansion which is not im- 
mediately reflected in their indices of capital goods. 

Of the four countries in Europe that remain neutral today, only 
Sweden publishes indices of industrial production. These indices are 
of particular interest as showing the effect of the blockade and of the 
changes in export markets. From a record level of 109 in the first 
quarter of 1940, the general index dropped sharply to 90 in the third 
quarter and has since remained apj)roximately at this level. This drop, 
it will be observed, was almost wholly due to the consumers’ goods 
industries. The capital goods index remained persistently high during 
the course of the year. For 1941, figures for this index are not yet 
available ; but a comparison of the general index, which has remained 
almost stable, with the consumers’ goods index, which has continued 
to fall, makes it clear that the heavy industries have continued to be 
actively occupied. Sweden is, of course, in a more favorable position 
than the other neutral countries of Europe as regards supplies of do- 
mestic raw materials. She had, moreover, laid in heavy stocks of 
strategic raw materials before the war and has since been developing 
the exploitation of zinc and lead. 

In Switzerland, economic activity in general was affected during 
1940 by the absorption of an exceptionally large proportion of the 
manhood of this country in the armed forces, and industry in particu- 
lar by the difficulty of obtaining raw materials and by lack of coal. In 
consequence of this last-mentioned difficulty, coal mines near Zurich 
which are estimated to produce some 40,000 to 50,000 tons per an- 
num have been reopened But Swiss industry was able to overcome 
its difficulties with a considerable measure of success, as the follow- 
ing rough indices, based on statements made regularly by firms con- 
cerning their degree of activity, indicate : 


Quarters 1937 1938 1939 1940 1941 

1 116 90 106 126 120 

II 117 90 118 116 

III Ill 95 115 119 

IV 102 102 126 123 
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Both in Switzerland and in Spain, the lack of raw materials has 
given a stimulus to the manufacture of synthetic fibres, and, indeed, 
throughout the world, the rupture of normal trade relations is causing 
radical changes in industrial structure and industrial processes. The 
scarcity of motor fuel in Europe is leading to constantly increasing 
use of charcoal and wood as a source of motive power and, as in 
Sweden, to the manufacture of new forms of gas. In Germany, Italy 
and Japan, large investments of capital have been devoted to the 
production of substitute raw materials such as textile fibres, cellulose 
feeding stuffs, lubricating oil from tar, artificial rubber, etc. 

Portugal has been in a position to maintain its international trad- 
ing relations more fully than most other European countries and has 
been less affected by raw material shortages. Her industry has con- 
tinued to develop since the outbreak of war, more especially in the 
manufacture of consumers’ goods and agricultural machinery. 

The great reduction that has taken place in the industrial produc- 
tion of Finland is, of course, due not merely to the destruction and 
general dislocation caused by the war but to the loss of an important 
industrial area. It is estimated that the total material losses, including 
property destroyed by the enemy, has amounted to between one-quar- 
ter and one-fifth of Finland’s national wealth. New refineries are, 
however, being established to deal with the domestic production of 
copper, molybdenum, nickel and iron. 

In other parts of the world, the general trends during the last two 
years have naturally been widely different from those in Europe. The 
picture is one of general expansion, the main exception being Japan, 
where activity was reduced during the first half of 1940 particularly 
on account of the scarcity of raw materials but mainly on account of 
the fall in textile exports and the persistent depression of the stand- 
ard of living which are reflected in the consumers’ goods index. 

In Turkey, a second five-year industrialization programme had 
been launched in 1937; it was interrupted after the outbreak of war 
by failure to receive certain machinery and equipment which had 
been ordered in Central Europe, and was subsequently somewhat 
modified. Although a part of the plans for the construction of new 
plants was abandoned and certain plants under construction left un- 
completed, such evidence as is available concerning production in 
1940 points to a constantly increasing industrial activity. Thus the 
production of cotton yarn increased, as compared with 1939, by 20%, 
of woollen yarn by 31%, and of paper by 13%. Perhaps the most 
significant figures are those for coal production, which rose from a 
monthly average of 216,000 tons in 1938 to 225,000 in 1939, 252,000 
in 1940, and exceeded 282,000 tons in March 1941. 
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The most striking expansion in recent months, shown in the table, 
has been in the United States of America. After a decade during 
which production had fluctuated round a level that, excepting in 
1937, ruled lower than in 1929, the American armament programme, 
coupled with the increasing aid to Britain and other nations resisting 

Output of Certain Durable and N on-durable Products 
in the United States and Canada, ip^g-41 

1935-39 = 100“ 



Source: United States: Federal Reserve Bulletin; Canada: Monthly Review of 
Business Statistics, 

* Canada : Base for 1939, 1938 = 100. 
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aggression, has resulted in a rapid and all-round industrial expan- 
sion. During the first months of the war, the movements were erratic; 
an early outburst of activity in the autumn of 1939 was not main- 
tained, and a late spring activity in 1940 was followed by renewed 
hesitation in the summer months. But from the third quarter of 
1940, activity has constantly gained in momentum and by July 1941 
production was almost 50% above the 1938 average. 

The general trend of development in Canada has been similar, 
though the degree of expansion and the scope for expansion was 
somewhat less. Activity in 1938, which is used as the base year for 
comparison in the tables, was relatively greater in Canada than in 
the United States. In comparing the levels of production in the two 
countries during 1940/41, moreover, it is necessary to remember that 
Canada has endeavoured progressively to limit the production of 
goods for civilian purposes. More important than the aggregate 
changes, therefore, are the relative changes in output of different 
classes of goods. This may be judged from the diagram given above, 
which shows selected indices for Canada and the United States. 

For the other British Dominions, no general indices of industrial 
output or activity are available. But reference to Table 2 will show 
that in both Australia and South Africa there has been a steady in- 
crease in industrial employment, though by no means as great as in 


Table 2 — Indices of Numbers Employed in Industry 
in Certain Countries, 

1938 = 100 


Country 

1939 

1940 

1941 

Quarterly average: 

I 

II 

III 

IV 

I 

II 

III 

IV 

I 

II 

U- of South Africa 

100 

101 

101 

100 

103 

107 

106 

106 

109* 

111 ® 

Australia 

98 

99 

97 

102 

107 

107 

no* 

116* 

118* 

122 b 

Canada 

96 

99 

104 

108 

no 

115 

125 

129 

134 

152b 

Denmark* 

96 

107 

no 

109 

97 

88 

85 

86 

80 

87b 

Hungary 

103 

109 

113 

117 

108 

120 

117 

119 



Tapan 

105 

111 

112 

112 

111 

115 

113 

113 

113 


Norway 

95 

106 

105 

107 

wm 

84 

101 

103 

95 


Norway* 

96 

108 

108 

114 

tm 

73 

105 



Sweden* 

88 

91 

92 

91 

■Ri 

86 

87 

*89 

86 

'so 

Switzerland® 

101 

105 

86 

101 

Wm 

99 

105 

105 

104 

106 

United States 

106 

105 

no 

119 

115 

108 

117 

126 

129 

137 

United States* 

80 

95 

90 

99 

93 

91 

97 

107 

111 

121 * 




* Provisional figures. 

* April only. ** April and May only. ® End of quarters. 

1 Statistics of establishments except in the case of Hungary where Social Insurance 
statistics arc used. 

^ Hours worked. 

* After December 1939 : September 1939 ~ loO- 
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Canada. It will be seen that in the first quarter of 1941, the Union 
of South Africa showed an increase of 9%, Australia of 18%, and 
Canada of 34% ; in the United States, the increase was 29% over 
the 1938 average. The employment figures for South Africa agree 
with those of coal production, which in 1939 was 3% and in 1940 
6% greater than in 1938. These figures, however, afford no evidence 
about the shift that has taken place in general industrial activity, 
from production of consumers’ goods to production of capital goods. 
In Australia, which is almost self-sufficient in metals, there has been 
a rapid development of the heavy industries, the manufacture of 
machine tools, of aircraft, etc. and shipbuilding. 

In South Africa there has been an expansion in production and 
capacity not only of iron and steel but also of a number of indus- 
tries supplying current consumption goods. In order to assist the 
new industries which are being built up, an organization known as 
the Industrial Development Corporation, with a capital of £5 mil- 
lion, was formed under Government auspices to foster and, if neces- 
sary, finance infant industries. 

Although India publishes no general index, three group indices re- 
ferring respectively to pig iron and steel ingots, textiles and paper, 
are published regularly. The development of the heavy industries has 
been remarkable, though the coal production in 1939 appears to have 
been 2% less and in 1940, only 3% greater than in 1938. It will be 
seen from Table i that in 1940 pig iron and steel production was 
25% above, while the textile index was 3% below the 1938 level. 
During November and December 1940, an Eastern Group Supply 
Conference was held in Delhi to discuss ways and means of utilizing 
Empire resources in the production of armaments and consumers’ 
goods and of coordinating the efforts of the different countries. An 
Eastern Supply Council was established to further such cooperation. 

New Zealand is much less rich in minerals than Australia and her 
industrial expansion has been mainly in the consumers’ goods indus- 
tries. As in other countries, it has been limited by difficulties in ob- 
taining raw materials and machinery. Great efforts have been made 
to meet the growing demand for power. The production of electrical 
energy by the Electrical Supply Distributing Authorities increased 
by almost a third in the year ending March 1940 and by a further 
12% in the following twelve months. 

Chile is the only Latin American country for which a monthly in- 
dustrial production index is available and it is, in consequence, diffi- 
cult to form a judgment concerning the changes in industrial activity 
that have taken place in Latin America during the last two years. 
The whole area has been subject on the one hand to the industrial 
stimulus caused by the difficulty of obtaining manufactured goods 
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from abroad and on the other hand to the impediments to develop- 
ment caused by the difficulties of obtaining coal and raw materials 
and the plant necessary for industrial expansion. In spite of these 
impediments, however, steps have been taken in a number of these 
countries not only to expand the production of consumers’ goods but 
also to create heavy industries. 

This expansion has been facilitated by the policy of economic col- 
laboration within the western hemisphere that has been systematically 
pursued during the course of the war. The River Plate Regional Con- 
ference held at Montevideo in the spring of 1941 aimed especially at 
the promotion of local industries by assuring the exchange of raw 
materials and by improving market conditions within the hemisphere. 
An Inter-American Financial and Economic Advisory Committee 
was set up after the Conference of Lima in 1938, which has been 
responsible in its turn for the creation of the Inter-American De- 
velopment Commission, with national branches composed of local 
commercial and industrial representatives, concerned with the de- 
velopment of jointly financed industries. 

As already mentioned in Chapter V, the United States Export- 
Import Bank has granted loans to promote special enterprises in cer- 
tain Latin American countries, the most important of which was the 
$20 million loan to Brazil for the acquisition of steel mill equipment. 
The Bank has entered into similar commitments for the construction 
of roads and bridges, port developments, irrigation projects and 
other similar public works that coUvStitutc a necessary preliminary to 
industrial organization and development. Owing to the scarcity of 
coal deposits in Latin America, special attention is being devoted to 
the development of electric power, and part of the Brazilian Railway 
system is being electrified. 

The dislocation of trade and the difficulty of transport have natu- 
rally led to the development mainly of industries based on domestic 
raw material resources. Thus, Brazil has started the manufacture of 
plastics from coffee beans and has been able to capture a considerable 
part of the Argentine market for cotton goods from Japan, and in 
Colombia also, where a considerable industrial expansion has taken 
place, the production of the textile industry has substantially in- 
creased. In Chile, the Government has instituted a Corporacion de 
Fomento de la Produccion, with the object of stimulating both indus- 
trial and raw material production. 

In contrast to the greater part of the rest of the world, where the 
structure of industry has been mainly affected by armament require- 
ments, it is the consumers’ goods industries in Latin America — ^tex- 
tiles, boots and shoes, soap, etc. — ^that have tended to expand the most 
rapidly. 
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A similar process of change in the industrial structure is to be 
seen in the Malay States and the Netherlands East Indies, though 
here, as elsewhere, the tendency has been restrained by the difficulty 
of obtaining plant with which to start production and of obtaining 
skilled labour. Up to the present, the nature of the change which is 
taking place outside the great industrial areas of the world is perhaps 
more significant than the actual degree of the change that has been 
effected. In no area, however, have recent events so profoundly af- 
fected the degree of growth as in the Far East. The Chinese National 
Government has encouraged the migration of industries from the 
seaboard to the interior, especially to the south-western provinces, 
where they are relatively secure from military interference and where 
exceptionally abundant raw material sources, mineral as well as agri- 
cultural, are waiting to be utilized. In the areas occupied by the 
Japanese, such industries as remained behind have frequently been 
dismantled and transported to Japan. The Japanese have in fact 
considered it in their interest to impede or to suppress industrial de- 
velopment in Occupied China. Their policy appears to have been to 
concentrate manufacturing industries (and especially all key indus- 
tries) as far as possible in Japan, and to use the occupied areas pri- 
marily as a source of raw materials^ and as a market for manufac- 
tured articles. 

Germany’s policy in Europe has shown a similar tendency to con- 
centrate industrial capacity in the hands of the dominating power for 
reasons of a political and military character. From official acts and 
pronouncements it has become clear that Germany’s ultimate aim is 
to discourage industrial development in the South-East and in cer- 
tain other parts of Europe, and to use these regions in a purely com- 
plementary role as a source of raw materials and foodstuffs. Certain 
industrial areas (parts of western Poland, Czecho-Slovakia, eastern 
France, Luxemburg, etc.) have been directly incorporated into the 
Reich; industries situated elsewhere have frequently passed by vari- 
ous means into German ownership or control. 

In the absence of statistics of production or employment, it is 
necessary to have recourse to figures of unemployment to obtain evi- 
dence concerning variations in industrial activity. But this evidence 
is at all times, and especially today, unsatisfactory and largely in- 
conclusive. 

The absorption of men by the armed forces automatically reduces 
the numbers available to industry. Moreover, particularly in the oc- 
cupied areas, the principles of registration have been so greatly modi- 

1 The Japanese have endeavoured, for instance, to increase the cultivation of cotton 
in North China so as to lessen their dependence on American cotton. 
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United Kingdom 

Sweden® 
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United States' 

Yugoslavia 


‘February. '’April. 'October. "May. ‘August. 'November. 

1 National Industrial Conference Board. 2 Excluding agriculture from January 1940. 
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fied as to render comparisons with the pre-occupation period well- 
nigh impossible. Not only have the rules of payments of unemploy- 
ment benefits or relief been changed, diminishing the inducement to 
register, but the danger to the unemployed workers of being sent to 
work in Germany deters them from registering. 

The figures in Table 3 for Belgium, France and Norway, there- 
fore, understate the economic upheaval which resulted from the in- 
vasion. In France, in spite of the absence of some 2 million prisoners 
of war, over 1 million persons were seeking employment in October 
1940; in the first quarter of that year there had been less than a quar- 
ter of a million. By May 1941, however, the figure had fallen to 
377,000. 

It is not necessary to consider here in detail the figures for those 
countries for which more detailed and satisfactory indications of 
industrial activity have been given in other tables. Of greater interest 
are those for Great Britain and such information as is available con- 
cerning the labour situation in Germany. It will be seen that the 
numbers unemployed in Great Britain fell from an average of almost 
1,800,000 in 1938 to under 370,000 in May 1941, a figure which can 
represent little more than the hard core of unemployment — those who 
are sick or temporarily incapacitated or moving from one occupation 
to another. But, striking as they are, these unemployment figures fail 
to reflect the changes in structure, the diversion of production, the 
development of war industries that have taken place. Recent develop- 
ment was described in its broad outline by the Prime Minister to the 
House of Commons at the end of July 1941. He took as his “datum 
line’’ the three summer months of 1940, after Dunkirk. “Then our ■ 
people worked to the utmost limit of their moral, mental and physical 
strength. Men fell exhausted at their lathes, and workmen and work- 
ing women did not take their clothes off for a week at a time. . . . 
There was a great spurt in June, July and August of last year. Im- 
mense efforts were made, and every semi-finished work was forced 
through to completion, very often at the expense of the immediate 
future of production. . . . The Ministry of Supply output in the last 
three months,” he continued, “has been one-third greater than in the 
three months of the Dunkirk period. Although our Navy, Army, and 
Air Force are larger, the Ministry of Supply has one-third more 
people working in its factories. Thus, despite dilution, dispersion, 
reduced food and black-out, and all the troubles I have described, 
each man is turning out, on the whole, each day, as much as he did 
in that time of almost superhuman effort. But all adverse factors 
. . . have somehow been cancelled out by the superior development 
of our machinery and organization.” 

In Germany, no current statistics of cither production, employ- 
ment or unemployment are made public. But the Reichsarbeitsminis- 
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terium has stated that the number of persons employed in Greater 
Germany has increased since the outbreak of war by nearly 2 mil- 
lions to a total of approximately 22,700,000. Foreign civilian work- 
men would seem more than to account for this increase. These, 
according to the German press, amounted to approximately 2 million 
persons in the spring of 1941, 1,300,000 of whom were employed in 
agriculture and 670,000 in industry. Of the industrial workers, 
90,000 were, according to other sources of information, employed in 
the iron and metal industries, 65,000 in mining and 380,000, in build- 
ing. In spite of the large numbers employed in the metal industries 
and building, there is said to be shortage of workmen both for these 
and the timber industry. It should be observed that the figures of 
foreign labour do not include prisoners of war. 

It has been shown in recent studies of the League of Nations that 
output per man-hour tended to increase during the ’30’s, but that 
when a state of full employment was reached, this increase tended to 
be arrested or even to be replaced by a decrease in productivity. Thus 
in Germany output per man-hour did not increase after 1936 and it 
showed a decided drop in Japan during 1938. It would appear to 
have fallen in Japan during 1939 by a further 5% and in the first 
eight months of 1940 by as much as 12%. This decline may have 
been accounted for, in part, by a scarcity of raw materials, Init it was 
also probably due to the phenomena which naturally present them- 
selves after a protracted war effort — the increased proportion of un- 
skilled or semi-skilled labour, the wear and tear of machinery, indus- 
trial fatigue due to longer hours and a less satisfactory diet. When, 
as in Germany, large numbers of foreign workers are employed, an 
additional factor affecting productivity of labour is, of course, intro- 
duced. 

In the United States and Canada, output per hour, and still more 
per man-hour, has continued to rise during the war. A comparison 
between the indices of industrial production and employment in the 
United States indicates an increase of output per worker from 100 
in 1938 to 1 14 in 1939 and 121 in 1940; the output per man-hour 
had reached 1 14 in 1940, indicating that a part of the increased out- 
put per man was due to longer hours. The development in Canada 
shows a similar trend, the index figures of output per man in 1939 
and 1940 being 109 and 122. 

In certain of the neutral countries of Europe, productivity would 
appear to have increased during the first months of the war but to 
have started to fall early in 1940, owing in part, no doubt, to the 
effects of the economic blockade. The index of output per worker for 
Sweden averaged 1 18 in 1940 but had fallen by March 1941 to 114. 
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INTERNATIONAL TRADE 

Anticipation of war had had a considerable influence on inter- 
national trade for several years prior to September 1939. Emergency 
stocks of foodstufifs and raw materials were built up in several 
European countries and production and trade so directed as to lessen 
the risk of blockade. The exports of certain industrial countries in 
Europe had been hampered as manufacturing industries became 
engaged in armaments to an increasing extent ; and the oversea export 
markets of these countries had been partly captured by the United 
States. 

With the outbreak of war in September 1939 and the establishment 
of blockades, certain European countries were cut off from oversea 
markets while others were able, for some time, to continue or even 
extend their trade with such markets and thus increase their pre- 
paredness. While trade between the countries of Continental Europe 
fell off, a number of neutral countries — for instance, Switzerland, 
Sweden, the Netherlands and Denmark — ^were able to raise their 
imports of primary j)roducts from other continents. An increase also 
occurred in imports into the United Kingdom, where stocks of 
nuinerous commodities had to be replenished. 

Earlier tendencies of trade were thus accentuated. For the countries 
involved in or menaced by war, imports became the central interest 
in trade, and exports only the means to an end. To promote imports, 
tariffs were in some cases reduced, while exports were frequently 
put under control or export duties imposed. To an increased extent, 
foreign trade became monopolized or centralized in the hands of 
government agencies, or strictly regulated by licence systems; and 
exchange control was introduced in almost all countries. United 
States exports — to Europe as well as other markets — advanced 
rapidly: during the six months ending March 1940 they amounted 
to $2,060 million and the export surplus to $704 million, as against 
$1,498 million and $546 million one year earlier. 

With Germany's occupation of neutral countries in Northern and 
Western Europe, the military collapse of France, and Italy's entry 
into war, the conditions of trade materially changed. With the ex- 
tension of the naval blockade to countries under German control and 



210 


the interception of the chief lines of communication with oversea 
markets of countries such as Sweden and Finland, the trade of Con- 
tinental Europe with the outside world fell to very small proportions. 
It was further reduced by the Russian expansion in the Baltic and the 
German penetration in the Balkans. Trade within Continental 
Europe came largely under German control. The trade of the rest 
of the world came to centre round the United Kingdom and the 
United States. 

Within each of the two big areas now considered — Continental 
Europe and the rest of the world — ^trade was governed by different 
price levels and price relationships. There was no “world trade” in 
any ordinary sense. In Continental Europe there was a scarcity of 
products normally imported from other continents, and in these 
continents there was accordingly a superabundance of such products 
and prices were depressed. But commodities of strategic importance 
were high in demand everywhere and their prices advanced. 

Even within each area, however, prices and trading activities were 
far from uniform. In Continental Europe transport difficulties and 
the German exploitation of resources left but little room for “normal” 
trade. Elsewhere the reduction of shipping space and transport risks 
rendered trade over long distances increasingly difficult; freight and 
insurance costs in many cases became prohibitive and the margin 
between the prices in import and export markets of each commodity 
widened. In particular, the United Kingdom was affected by trans- 
port difficulties. 

The severance between the two areas was not absolute. Spain, 
Portugal, the U.S.S.R. and, to a declining extent, certain countries 
of south-eastern Europe could maintain trading connections with 
Europe as well as the outside world; Switzerland maintained some 
trade with the United States and other oversea countries; France 
derived some imports from North Africa and, occasionally, from 
more distant countries ; Germany is known to have imported certain 
products of the Far East — for instance, soya beans — over the 
Siberian railway, in spite of the high freights involved; the same 
route, as well as the shipping route over Petsamo, was also employed 
to a limited extent by Finland and Sweden, and from the beginning 
of 1941 Sweden was able to resume shipping on a small scale over 
Gothenburg.^ But neither these nor a few other trading connections 
of a similar kind were able materially to alter trading conditions in 
the two areas. 

1 From the beginning? of 1941 to the early part of May, Swedish trade on this 
route, chiefly with North and South America, amounted to about 70 million kronor 
($17 million), imports, and 30 million kronor ($7 million), exports. Imports were 
carried on ten ships, exports on six ; four ships were lost. 
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Synopsis of Trade Returns. 

Available quarterly figures for total imports and exports since 1938 
are summarized in Table i and 2 on pages 212 and 214. At the out- 
break of war a number of countries discontinued the publication of 
trade returns and their example was followed later by others. De- 
tailed returns, showing trade by articles and countries of provenance 
and destination, have become even more scarce, particularly in the 
case of Europe. From the middle of 1940, the statistics are admittedly 
incomplete as bases of analysis. 

So far as can be judged trade values were maintained at a re- 
markably high level during the greater part of the period covered by 
the figures. In certain countries (particularly the United States and 
Canada) an increase occurred. But data are missing for certain 
countries, for instance Germany and Poland, the trade of which is 
likely to have dropped heavily during the early period of the war. 

From the second or third quarter of 1940, however, a severe 
decline occurred in the exports of most European countries, including 
the United Kingdom. A number of South American countries were 
also affected. German trade, on the other hand, is reported to have 
increased during the last half of the year. 

Note to Tables i and 2, Where not otherwise indicated, the figures represent 
special trade in merchandise only, even in the case of countries which arc producers 
and major exporters of gold. In previous publications by the League of Nations 
Economic Intelligence Service, the trade in bullion and specie of certain of these 
countries used to be included with the merchandise trade. Annual gold exports of 
certain important producing countries were: 


Union of South Africa 

Canada {net exports) 

Mexico 

Argentine 

India 

Philippines 

Australia 

•I-V1I:277. bl_lX:13S. 


U.S.A. $(000,000*s) 


1938 

1939 

1940 

246 

% 


127 

177 

b 

34 

25 


41 

8 

65 

57 

90 


30 



62 

64 

• 


The figures refer to U.S.A. dollars according to the 1934 parity, equalling 0.88867 
gramme of fine gold, or 59.06% of the “old” gold dollar employed in certain earlier 
publications. Conversion from national currencies has been made in accordance with 
the principles stated in Review of World Trade, 1938, Annex I (pp. 58-59). The 
difficulty of making international comparison of trade values increased very much 
during the war owing to the adoption of exchange control in almost all countries 
and to blockades. Account should be taken of the fact that, particularly from the 
middle of 1940, trade was conducted on a higher price level in Continental Europe 
than elsewhere. 

The figures given in brackets are partly estimated. 



Table i. — Quarterly Merchandise Imports, in new U.S. $(cxx),ooo’s). Special trade. 
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(99) 

(898) 

232 

(86) 

(330) 

142 

(108) 

CO 

• • .-H o^ so -SO ‘O ^ r- o <N *-1 ^sco "^fco on 

0_H QOCN ^ N.0NV0r40N exco ON ONI''- On 

^ Oo vO CN w evj w QocN CN ^ 

W' 'w' >-✓ 

cs 

y^s y«~s y^ y^ y^^ y^ y^ 

• • vc o cN <Vi rj o *0 Qo r- r>- ^ O ‘Vji'" o On»o »— • 

O^co N- *-< vO fS f'- ^ O VO tN ON Os vO .-i r-n r-^ fS 

ifh— lOovor-i N— ocvj,-, wOsrs^co^»-< 

Vi^ 

- 

101 

42 

(128) 

(833) 

631 

(202) 

33 

(78) 

(300) 

113 

73 

28 

(86) 

(9S9) 

278 

(123) 

326 

112 

(120) 

1939 


y^ y'^ y'~\. /-"s y^ y^ 

• • CO vo •-I Q> Tt< VO ‘r^ • vc 'Or<r''-vo— • oq — • oo OQ t"- 

oococs K VO *-• CO VO On 'O r4 00 >j, rJ »-• O 

Oo so r^i ^ ’'■•CO ^ 

CO 

• v^ *00 'c^ l^iNco^^ vn -^00 ^ 

Chcon ON fvi vpoNvonoo ro i-i 

wCVj 'w'OsCvli-HCO’-Hvx 

>.»✓ 'w' 

n 

(340) 

61 

107 

39 

(133) 

(74S) 
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81 

65 

28 
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115 

336 
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Africa 

Algeria, Tunis, French Morocco. . . 
Union of South Africa 

Egypt ; 

Other countries 

North America 

United States 

Canada, Newfoundland and other 
countries 

Mexico and Caribbean 

Mexico 

Curasao 

Other countries 

South America 

Argentine 

Brazil 

Venezuela 

Other countries 

Asia 

India, Burma, Ceylon, Br. Malaya . 
Neth. Indies, Indo-China, Philip- 
pines 

Japan, Korea, Formosa, 

Manchuria 

China 

Other countries (including Hong- 
kong) 
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Table 2. — Quarterly Merchandise Exports, in new U.S. $(cxx>,<X)o’s). Special trade. 
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The extent to which the value figures are representative of the 
quantitative exchange of goods depends, of course, upon the move- 
ment of prices. In spite of the decline in the prices of certain goods 
in non-European markets, the average prices of goods entering into 
trade increased during the early part of the war. From the middle of 
1940 a slight decline in such prices set in, but the upward movement 
appears to have resumed early in 1941. The magnitude of these 
changes may be illustrated by the following quarterly import and 
export price indices for the United States (1923-25= 100) : 

1938 1939 1940 1941 

(average) 1 2 3 4 1 2 3 4 1 


Import prices 54 54 55 55 57 60 60 59 57 59 

Export prices 65 63 62 63 67 70 69 68 67 68 


In Europe the prices of goods entering into trade appear to have 
risen more tlian elsewhere. In particular, German export prices rose 
during the war. The decline in the course of 1940 in Europe’s trade, 
in relation to that of other continents, is likely to be much greater 
therefore than it appears from the value figures alone. 

The following analysis deals in the main with the conditions pre- 
vailing from the middle of 1940 when the full impact of war upon 
trade began. 


Trade Outside Continental Europe. 

It may be useful to consider first the group which is not only the 
most important but also that in which trade was least affected by 
government interventions and other disturbances. In 1938 this group 
represented 63% of world trade — United Kingdom, 14%, other 
countries of the BritivSh Commonwealth and Colonial Empire, 16%, 
U.S.A., 11%, and other countries 22%. 

The loss to this area of the export market constituted by Conti- 
nental Europe was one of the major disturbances of trade caused by 
the war. It may be mentioned by way of example that in 1938 Con- 
tinental Europe absorbed 26, 47 and 50% respectively of the exports 
of wheat, cotton and wool from all countries of the outside world. 
The reduction of the demand from Continental Europe explains 
why world market prices for numerous staple products, after rising 
somewdiat during the early months of the war when several European 
countries were still able to import heavily from other continents, 
became stationary or declined in the course of 1940. 

The impact of these events fell with special severity on certain 
countries in the Western Hemisphere. Thus, in the Argentine, where 
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the partial closure of export markets for maize coincided with a 
bumper crop, the average export price of maize fell by over a half 
in the course of 1940 and large quantities had to be disposed of as 
fuel. The coflfee market presented similar difficulties, particularly in... 
Central American countries where unsaleable surpluses accumulated 
in spite of heavy purchases from the United States. In Cuba, sugar 
prices fell temporarily to a level lower than had prevailed during 
many years and a .severe crisis developed. Large surpluses of wheat 
accumulated in the Argentine, Canada and the United States. Steps 
were taken or prepared in these countries to reduce the future pro- 
duction of wheat. In the United States the export difficulties affected 
a number of important agricultural products besides wheat, for 
example, cotton, tobacco, fruit and lard. 


Table ?. — United States: Exports of Agricultural Products. 


Product 

lbs. (000,000’s) 

$(000,000’s) 

Value 
VII-XII 
1940 
as% of 
VII-XII 
1939 

1939 

1940 

1939 

1940 

I-VI 

VII-XII 

I-VI 

VII-XII 

I-VI 

VII-XII 

I-VI 

VII-XII 

Wheat 

2,878 

915 

506 

357 

27.5 

9.3 

7.2 

4.0 

43 

Fruit and 










preparations 

, 




36.7 

44.3 

21.7 

12.7 

29 

Lard 

141 

137 

120 

81 

10.4 

9.8 

7.9 

4.9 

50 

Tobacco . . . ■ 

173 

185 

157 

79 

39.7 

37.8 

27.3 

16.8 

44 

Cotton 

752 

1,815 

1,654 

396 

68.5 

175.0 

173.7 

40.0 

23 

Other agric. 










products . . . 

• 

• 

• 

• 

85.4 

110.7 

114.9 

85.8 

7S 


Countries in other continents were also adversely affected. Asiatic 
countries suffered at once from the weakening of export markets 
and from shipping difficulties. In India the prices of numerous ag^ri- 
cultural products-fcll far below pre-war levels. Exports of soya beans 
from Manchuria and of silk from Japan were reduced. The market for 
sugar, in particular, was adversely affected : exports from the Nether- 
lands Indies fell off ; in Australia it was proposed early in 1941 to use 
part of the sugar surplus as fuel ; and the Philippine sugar exports to 
the United States were threatened by shipping difficulties. 

The effect of the loss of the Continental European market would 
have been much greater had it not been mitigated by heavy purchases 
' by the United Kingdom and the United States. 

British purchase agreements placed under the control of the 
United Kingdom the export surplus of wool in Australia, New 
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Zealand and the Union of South Africa, that of copper in Rhodesia, 
jute in India and cocoa in British West Africa, British West Indies 
and Ceylon, of tea in India and Ceylon, of meat, butter and cheese 
in New Zealand, etc. Similar arrangements provided for the purchase 
of goods also from countries outside the British Commonwealth of 
Nations (but within the “sterling area”) — for instance, cocoa, palm 
kernels, palm oil, ground nuts, etc., from the French Cameroons, 
coffee, cocoa, cotton and timber from French Equatorial Africa, 
and a number of similar products, as well as copper and gold, from 
the Congo. The purchases, which were in excess of the current re- 
quirements of the United Kingdom, did not always imply shipment 
to that country; the quantities bought were stored in part in the 
selling countries, while another part was resold elsewhere (for in- 
stance, Australian wool to the United States). The fact, however, 
that large quantities of goods were withdrawn from the market 
helped to support prices. On the other hand, the payment received 
from the United Kingdom accumulated as sterling deposits in 
London of the countries concerned and could be drawn upon only for 
payments within the sterling area. These purchases thus had the 
double effect of stabilizing economic conditions and facilitating the 
blockade measures, without involving a heavy strain on the balance 
of payments of the United Kingdom. 

As European supplies became unobtainable British demand was 
directed to other continents and made its influence increasingly felt. 
Before the war the United Kingdom derived not far from a third of 
her imports from Continental Europe; her purchases from the con- 
tinent of five products alone — ^butter, bacon, eggs, wood and wood 
pulp — amounted to £93 million in 1938.^ 

United States imports of staple products increased considerably in 
the course of 1940 and the early part of 1941, owing in part to 
greater industrial activity, especially in the armament industries, and 
in part to the policy of establishing reserves of strategic raw materials 
similar to those accumulated by various European countries in the 
late thirties. Thus the increase by two-thirds in the quantity of United 
States imports of rubber (from 476,000 to 792,000 metric tons) 
more than offset the reduction in European demand. The stocks of 
rubber within the United States, which had declined during 1939, 
were replenished ; shipments from producing countries increased over 
1939 by 38%; the price of rubber rose and the percentage of the 
basic export quotas fixed by the International Rubber Regulation 
Committee was raised from 50% during the first half of 1939 to 

1 £99 million if the U.S.S.R. is included. 
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Diagram i. Monthly Net Imports of Crude Rubber, 
in long tons (ooo*s) 


A : United States of America ; B : United Kingdom 
(figures available only to August 1939 inclusive) 

C: Rest of World 



80-90% during 1940 and 100% during the first quarter of 1941.^ 
Similar conditions prevailed in the market for tin, the chief consumer 
of which is also the United States. Imports of tin into that country 
rose by 78% (from 71,000 tons in 1939 to 126,000 in 1940) and 
world tin production increased by 30%. In October 1940 a contract 
was signed for the delivery of large quantities of Bolivian tin ore to 
the United States where a smelter plant was to be erected. United 
States wool imports rose from 246,000 tons in 1939 to 360,000 tons 
in 1940, or by 46%, and in 1941 purchases were further increased 
on account of the Government decision taken in December 1940 to 
establish a strategic reserve of Australian wool totalling 113,000 
tons (250 million lbs.). This reserve, however, of which the first 
shipments arrived early in 1941, is being stored in bonded ware- 
house and thus does not enter into the trade figures given on page 
212. A reserve of copper is also being built up through large purchases 
from Chile, and imports of various other products of strategic im- 
portance advanced rapidly. In .the early part of 1941 United States 
purchases of primary goods had a marked effect upon prices. Imports 
of non-strategic materials began to be hampered, however, by the 
gradual withdrawal of British and British-controlled vessels from 

1 The United States purchases were made in part under an Amcrican-British barter 
deal, involving the shipment of rubber from British Malaya to the United States 
against American cotton to the United Kingdom. 
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trade routes between the United States on the one hand and South 
America and the Far East on the other for service in the North 
Atlantic, and by the preference given by the United States Maritime 
Commission to shipments of strategic materials. 

In general, countries that are suppliers of strategic materials 
managed to maintain their sales on a high level even after the middle 
of 1940. Thus, the dollar value of exports from Bolivia, British 
Malaya and the Netherlands Indies during the third and fourth 
quarters of 1940 (as far as the information goes) were substantially 
higher than during the corresponding period of 1939 and also ex- 
ceeded average quarterly exports in 1938. 

The increased purchases of the United Kingdom and the United 
States did not aflfect all countries. The United Kingdom naturally had 
to consider in the first instance the economy of the countries within 
the British Commonwealth of Nations or otherwise closely linked 
with her. Further, she had to reserve her dollar resources for pur- 
chases of war materials and other goods obtainable only in the 
United States — a fact which helps to explain the decline in United 
States exports of agricultural products to which attention was drawn 
above. Trade between other countries was affected by the breakdown 
of triangular settlement. The scarcity of shipping space put a special 
strain on certain countries situated far away from their remaining 
export markets or producing goods of small military importance or 
of so low a value per unit of volume or weight that freight and in- 
surance costs became more or less prohibitive. In several countries 
whose exports suffered and whose requirements of foodstuffs or 
manufactured goods could not be met by imports, the tendency 
towards self-sufficiency that had existed already before the war was 
strengthened. In India, for instance, various manufacturing industries 
developed rapidly in spite of the difficulties of acquiring industrial 
machinery. In Brazil the iron and steel industry made substantial 
progress: production of pig iron rose in 1940 by 8%, of malleable 
iron by 34% and of steel by 24% ; and the construction with the aid 
of United States capital of a large-scale iron works was planned. 

With the trade of Continental Europe cut off, and other great 
industrial countries concentrating so great a part of their resources 
on the manufacture of goods required for the conduct of war, a real 
scarcity of industrial goods in the importing markets arose. 

Nevertheless, United Kingdom exports in 1940 were maintained 
at the same sterling value as in 1939, and those of manufactured 
goods actually exceeded the 1939 figure by 2%. It is known that in 
the spring of 1940 even the quantum of exports exceeded the pre-war 
level. As the European market normally absorbs over a third of the 
British exports, the sterling value of exports to other continents must 
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have risen considerably. Though figures concerning the geographical 
distribution of trade during the war have not been published,^ it 
has been revealed that during the six months ended August 31st, 
1940, the aggregate exports to destinations outside Europe and the 
Mediterranean were 20% above the figures for the corresponding 
period of 1939.“ Owing to the extent to which the heavy industries 
were engaged in the war effort, however, there was a marked switch- 
over to articles of consumption, and a decline in the exports of iron 
and steel, machinery and vehicles : 


United Kingdom Exports (domestic produce), in £ ( 000,000* s) 




January-November 


Articles wholly or mainly manufactured: 

1938 

1939 

1940 

1. Iron and steel and manufactures of 

38.2 

30.1 

29.2 

2. Machinery 

3. Vehicles (including locomotives, ships and air- 

52.8 

43.7 

34.7 

craft) 

40.8 

36.3 

29.5 

Total 1-3 

131.8 

110.1 

93.4 

4. Other manufactured articles 

204.4 

196.8 

222.0 

Total 1-4 

336.2 

306.9 

315.4 

Foodstuffs, raw materials, etc 

85.3 

81.7 

66.3 

Total (excluding parcel post) 

421.5 

388.6 

381.7 


These value figures are apt to be misleading, however, for the 
depreciation of sterling by 14% in the course of 1939 was accom- 
panied by a rise in export prices, and there was a general decline in 
the quantities exported even of consumption goods. Thus, while the 
aggregate exports of cotton yarns and manufactures was maintained 
in sterling value, the quantity of cotton yarns fell from 113.6 million 
lbs. in 1939 to 66.8 million in 1940 and that of cotton piece goods 
from 1,392 to 979 million square yards. The quantity of cotton yarns 
exported was actually at its lowest level for the past 100 years and 
that of cotton piece goods less than in any year since 1847. 

Moreover, while liritish exports were maintained at a fairly high 
level up to the middle of 1940, they fell off rapidly from that time. 
While their sterling value during the first and second quarters of 
1940 amounted to loi and iti%, respectively, of that during the 
same quarters of 1939, the corresponding figures for the third and 
fourth quarters were only 94 and 67% (Table 2, page 214). 

The quantum of United States exports of manufactured goods 
in 1940 reached the previous record level of 1929 and the dollar 

^ Since the beginning of 1941, even the publication of global trade figures has 
been discontinued. 

^ The Statist, October 26th, 1940. 
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Diagram 2. Diagram 3. 

United States: Quarterly Exports United States: Geographical 

of Agricultural and Non-agricuU Distribution of Exports, in 

tiiral Products, in $(ooo,ooo's) $(ooo,ooo*s) 

General Exports; Quarterly 
Movement. 


value was only 8% lower than in 
that year. The coincidence of the 
almost unprecedented advance of 
industrial exports with the failure 
of agricultural exports, the physi- 
cal volume of which during the 
latter part of 1940 was at its low- 
est point since 1869/ is illustrated 
in Diagram 2. The reduction in 
agricultural exports was more than 
outweighed, however, by the rise in exports of other goods, and the 
total export value increased in 1940 by 26%, prices being 6% up 
and quantum 18%. 

1 Cf. Survey of Current Business, February 1941, page 53. It is pointed out that 
the course of trade differed strikingly from that during the 1914-1918 war, when the 
European demand caused a great expansion in the production and exports of 
agricultural products with the exception of cotton. 
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A portion of this increase is accounted for by sales to non-industrial 
countries, particularly in Latin America, but by far the biggest share 
was absorbed by the United Kingdom (cf. Diagram 3). The value 
of exports (including re-exports) to that country during 1940 
amounted to $1,010 million, or exactly twice the corresponding figure 
for 1939. The increased part played by the British Commonwealth 
of Nations in United States exports particularly from the middle 
of 1940 is brought out by the following figures : 


Percentage share in U.S. exports 
absorbed by: 

1. United Kingdom 

2. Canada 

3. Other parts of the British Common- 

wealth of Nations and Colonial 
Empire 

Total 

4. Latin America (less areas included 

under 3) 

5. All other countries 

All countries 


1939 1940 1941 


I-VI 

VII-XII 

I-VI 

VII-XII 

MV 

% 

% 

% 

% 

% 

16 

22 

17 

33 

30 

14 

16 

16 

21 

19 

8 

8 

8 

10 

13 

38 

46 

41 

64 

62 

19 

19 

17 

18 

19 

43 

35 

42 

18 

19 

100 

100 

100 

100 

100 


From the end of 1940, when the United States purchases of raw 
materials gained pace, the export surplus with numerous non- 
industrial countries was replaced by an excess of imports. The change 
was most noticeable in the case of South America: imports from 
that area during the three months ending February 1941 amounted 
to $149 million or 21% of United States total imports during the 
three months ending February 1941 as against $105 million or 15% 
during the corresponding period one year earlier. Exports to South 
America, however, fell from $120 million to $90 million: 


United States 
(general) trade with: 

$(000,000’s) 

XII 1939-11 1940 

XII 1940-11 1941 

Imports 

Exports 

Balance 

Imports 

Exports 

Balance 

United Kingdom and Canada. 

Continental Europe 

Mexico and Caribbean 

South America 

Rest of World 

Total 

126 

108 

60 

105 

290 

305 

317 

88 

120 

255 

+ 179 
+ 209 
-f- 28 
-f 15 
- 35 

144 

31 

68 

149 

323 

484 

43 

97 

90 

237 

+ 340 
+ 12 
+ 29 

- 59 

- 86 

689 

1085 

+ 396 

715 

951 

-h 236 
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For the year 1940 as a whole, the share of the United States in the 
trade of the Latin American republics was 51% as against 34% dur- 
ing the last year of peace (1938). The share of the United States in 
the exports of the same countries was 43 and 30%, respectively. The 
increase had taken place, of course, at the expense of European 
countries, particularly Germany. 



Imports 

Exports 

Country 

${000,000’s) 

Percentage share 
from U.S. A. 

$(000,000’s) 

Percentage share 
to U.S.A. 


1938 

1940 

1938 

1940 

1938 

1940 

1938 

1940 

Argentine 

443 

395 

17.6 

29.1 

438 

430 

8.1 

17.5 

Brazil 

296 

251 

24.2 

51.9 

296 

264 

34.3 

42.3 

Chile 

103 

104 

27.7 

47.9 

139 

140 

15.7 

58.3 

Cuba 

106 

94 

70.9 

78.0 

143 

115 

76.0 

82.4 

Mexico 

110 

124 

57.7 

^76.1 

188 

176 

67.4 

89.5 

Venezuela 

96 

*(73) 

85 

58.7 

'‘67.3 

274 

•(202) 

95 

13.6 

^19.1 

Colombia 

89 

51.3 

74.4 

83 

59.1 

69.8 

13 Other Republics® 

248 

^239 

34.8 

^51.0 

269 

■>266 

27.6 

"41.9 

Total 

1490 

‘4390 

33.9 

51.4 

1830 

H755 

30.3 

42.7 



® January- September. 

January- June. 

® Bolivia, Costa Rica, Dominican Republic, Ecuador, Guatemala, Haiti, Honduras, 
Nicaragua, Panama, Paraguay, Peru, El Salvador, Uruguay. 

^ Partly estimated. 

® Including the estimated trade of Venezuela during October-December. 


The increased United States sales to the United Kingdom and 
Canada were largely on account of materials for the armament in- 
dustry (chiefly crude steel products and machine tools) and of air- 
craft and arms. Exports of foodstuffs and tobacco were reduced 
to small proportions. The change in the composition of exports 
to the United Kingdom is strikingly illustrated by the annual figures 
for the years 1938-1940^ given in the table on the opposite page. 

Of the total increase in United States exports (to all countries), 
steel products accounted for 35%, machine tools for 17%, aircraft 
for 24% and firearms, ammunition and explosives for g%. The 

^ Source: Foreign Commerce Weekly (U.S. Department of Commerce), April 
I2th, 1941. 
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United States exports to the 
United Kingdom; 

$(000,000’s) 

Percentage of total 

1938 

1939 

1940 

1938 

1939 

1940 

1. Iron and steel mill 







manufactures 

13 

15 

154 

2 

3 

16 

2. Non-ferrous metals 

11 

20 

60 

2 

4 

6 

3. Metal-working machincrv . 

16 

33 

133 

3 

7 

13 

4. Aircraft, including engines 


35 

135 




and parts 

4 

1 

8 

14 

5. Motor trucks and busses; 







merchant vessels 

3 

1 

33 

— 

— 

3 

6. Firearms and ammunition. 

1 

— 

50 

— 

— 

5 

Total 1-5 

48 

104 

565 

8 

22 

57 

7. Foodstuffs and tobacco . . . 

248 

138 

74 

48 

28 

7 

8. All other products 

218 

257 

254 

44 

50 

36 

Total 1-7 

514 

499 

993 

100 

100 

100 


aggregate export value for these articles rose by 144% and that of 
all other goods by only 5%. 


United States exports of: 

1 . Iron and steel semi-manufactures and 

steel mill manufactures 

2 . Non-ferrous metals and manufactures 

3. Metal working machinery 

4. Aircraft, including parts 

5. Other machinery and vehicles 

6 . Firearms, ammunitions, explosives. . . . 

7. Other non-agricultural products 

8 . Agricultural products 

All goods 

Of which nos. 1, 3, 4 and 6 above . . 

“ 2, 5, 7 and 8 above . . 



$(000,000’s) 

change 

1940 as 
percentage 

1939 

1940 

of 1939 

235 

516 

+281 

219 

227 

306 

+ 79 

35 

117 

256 

+ 139 

219 

117 

312 

+ 195 

267 

661 

744 

+ 83 

113 

10 

85 

+ 75 

850 

1.101 

1.199 

+ 98 

109 

655 

517 

-138 

79 

3,123 

3,935 

+812 

126 

479 

1,169 

+690 

244 

2,644 

2,766 

+ 122 

105 


In the American iron and steel industry, working at close to full 
capacity, the proportion of ingot output exported was larger than at 
any time in recent years and considerably more than half the exports 
was absorbed by the British Empire; the machine tool industry, 
which was also working at close to capacity, exported more than half 
its total output, nearly all to the Empire.' Exports of arms proper 
to British countries was limited chiefly by the shortage of supply. 
While in 1940 actual exports of arms (including aircraft and vessels 

1 Cf. Federal Reserve Bulletin, January 1941 , page 8 . Normally, the United States 
steel exports amount to only a few percent of the production. 
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of war) to the United Kingdom, Canada, the Union of South Africa, 
the Gold Coast and Australia totalled $214 million, licenses issued 
for such exports amounted to $756 million. Corresponding figures 
for exports to other countries were $115 million and $i 17 million. 

Japan is a bigger export market for the United Stat^ than any 
other non-European country except Canada. Exports to Japan in 
1940, however, amounting to $227 million, did not fully reach their 
level of 1939, as they were curbed in the course of the year by the 
licensing system imposed upon the export of various goods which 
Japan required for her armament industry and her warfare in China 
and had imported in increasing quantities at the expense particularly 
of her purchases of cotton. The chief embargoes were those placed in 
July on aviation gasoline and in October on iron and steel scrap. 
Gasoline of a lower grade continued to be shipped. The freezing of 
Japanese assets in the United States late in July 1941 and fresh 
export restrictions introduced early in August are likely, however, to 
reduce United States exports of petroleum products to Japan. 

In 1940, for the first time in a number of years, the United States 
exported cotton to the U.S.S.R., which country is believed to have 
exported cotton to Europe out of its domestic production. 


United States exports of cotton, in 
bales (OOO’s), to; 

United Kingdom 

U.S.S.R 

Canada 

Japan and China 

Other countries 


VIII ’39-111 '40 


1,637 

0 

293 

1,129 

2,284 


VIII ’40-111 ’41 


344 

139 

126 

103 

118 


Total 


5,343 830 


Canada profited in her trade from her nearness to the United 
States on the one hand and the fact that she is also nearer to the 
United Kingdom than are other British Dominions. There was a 
steady increase in her imports from the United States, and a steady 
rise in her exports to the United Kingdom — both features reflecting 
Canada’s outstanding part in the war effort of the British Common- 
wealth of Nations. 

The rise in imports from the United States was largely on account 
of machinery and rolling-mill products, required by the newly estab- 
lished armament industry. But as in the United States, the export of 
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Table 4. — Trade of Canada, in $ Can. ( 000,000's). 




Imports 



Exports (domestic) 

Trade with: 

1939 

1940 

1939 

1940 


I-VI 

VII-XII 

I-VI 

VII-XII 

I-VI 

VII-XII 

I-VI 

VII-XII 

United States 

20s 

292 

338 

406 

m 

235 


251 

United Kingdom 

55 

59 

73 

88 


175 


260 

Other countries of the 
British Commonwealth 
of Nations 

31 

44 

49 

57 

51 

52 


87 

Other countries 

30 

36 

36 

35 

56 

39 


33 

Total 

321 

431 

496 

586 

404 

521 

548 

631 


Note. When reading this table, account should be taken of the fact that the 
Canadian dollar depreciated in terms of the United States dollar by about one- 
tenth from the autumn of 1939. 


munitions during the period under review naturally did not rise 
to the planned future level. The recorded exports consisted largely of 
semi-finished iron products, non-ferrous metals, timber and pulp. 

Japan, even under the favourable competitive conditions she en- 
joyed in 1940, was unable to regain the losses she had suffered in 
her export trade since 1937 as a result of the strain she placed on 
her economy by her campaign in China. The yen value of Japanese 
exports rose in 1940, but not sufficiently to offset the depreciation of 
the yen, and a considerable decline occurred in the weight of a 
number of her major exports. Thus during the first eight months of 
1940^ weight (or quantity) of raw silk exported was 31% lower 
than during the corresponding period of 1939, of cotton yarns 33%, 
of gray cotton piece goods 34%, of other cotton piece goods 18% 
and of refined sugar as much as 75%. Stocks of cotton piece goods 
available for export rose, however, and towards the end of 1940 are 
estimated to have represented one million bales of raw cotton. 
Simultaneously imports increased, in spite of the restricted purchases 
of products which, like raw textiles, mainly serve peace-time needs. 
Attempts were made to curtail exports to the “yen bloc*'. These had 
risen rapidly during recent years and the export surplus which 
resulted could not be used for effecting purchases elsewhere. But in 
fact these exports continued to rise and the whole deterioration in 
the trade balance occurred in commerce with other countries : 

1 Later detailed information is not available at the time of writing. 
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Table 5. — General Trade of Japan 


Yen (000,0()0’s) 



Trade with 

“yen bloc**® j 

Trade with other areas 


1937 

1938 

1939 

1940'* 

1937 

1938 

1939 

1940b 

Imports. . . 
Exports . . . 
Balance. . . 

438 
791 
■f 353 

564 
1,166 
-f 602 

683 
1,747 
-1- 1,064 

715 
1,865 
+ 1,150 

3,345 
2,384 
- 961 

2,099 
1,524 
- 575 

2,234 
1,829 
- 405 

2,700 
1,800 
- 900 


Note, The average exchange value of the yen was 287 U.S. cents in 1937, 28.4 
in 1938, 26.0 in 1939 and 23.4 in 1940. 

^Manchuria, Kwantung and China (trade with Korea and Formosa is not 
recorded ) . 

Approximate figures (Chief source: International Reference Service, U.S. De- 
partment of Commerce, No. 33, June 1941). 

In view of tlie exchange control established between the countries 
of the sterling area and the outside world, and the relative freedom 
of exchange transactions existing within the sterling area, the settle- 
ment of the international accounts of that area is of particular im- 
portance. The merchandise trade of the whole area resulted in a 
heavy deficit, which was augmented by various credit operations and 
had to be met largely by the liquid gold and dollar assets of the 
United Kingdom. The gold and dollar transactions of the sterling 
area during the period September 1939-December 1940, as shown 
elsewhere in this volume,' may be summarized as follows. Merchan- 
dise trade with the United States (not including freights or advance 
payments for goods not yet delivered) resulted in a deficit of $955 
million, which figure is raised to $1,030 million by the inclusion of 
minor service items. The corresponding deficit with Canada amounted 
to $555 million, and with other countries outside the sterling area 
to $500 million. (This sum of $500 million appears to include 
certain items on capital account.) The deficit on these items totals 
2,085 million. After deducting receipts from sales of currently 
mined and dishoarded gold, $965 million, there remains a net deficit, 
chiefly on “current account’’, of $1,120 million. This sum was not 
the only one to be met through liquidation of the gold and dollar 
resources held at the beginning of the period ; for the repayment of 
various credits and the exodus of capital through the sale of free 


1 Pages 136 - 37 - 
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sterling, after deducting capital inflow from Canada ($330 million), 
required $405 million, advance payments on British government 
orders, $570 million, and financial assistance to American firms re- 
quiring new plant facilities, $150 million. The liquidation of gold 
and dollar holdings for the two last-mentioned payments (advance 
payments and financial assistance) obviously only represented the 
exchange of one type of asset for another. The total drain on the 
British liquid assets, according to these figures, should have been 
$2,245 niillion ; the difference between that amount and the recorded 
decline in these assets ($2,316 million) is entered as “miscellaneous 
items and errors of estimation’*. The United Kingdom holdings of 
gold and United States dollar balances were thus reduced from 
$2,633 niillion to $651 million and the value of United Kingdom 
long-term investments in the United States from $1,815 million to 
$1,516 million.^ During the early part of the period considered, the 
assets were drawn upon largely for the settlement of outstanding 
credits, but with the increased impact of the war effort towards the 
end of 1940 the bulk of the drainage that occurred and threatened to 
continue on an increased scale was required to meet the deficit on 
current account. In March 1941 the United States Congress passed 
the so-called “Lend-Lease” Act permitting the President of the 
United States to manufacture or procure and sell, lend or lease 
defence articles to foreign governments whose defence the President 
deems vital to the defence of the United States.^ 

Within the sterling bloc, there naturally was a considerable strain 
on the United Kingdom, whose total trade deficit rose from £387 
million in 1938 to £406 million in 1939 and £669 million in 1940. 
It is not possible from the published information to ascertain the 
deficit of her trade within the sterling area alone. The rise was offset 
to a certain extent by the fact that the higher freight rates implied 
an increase in the shipping income at the same time as they raised 
the recorded import value. According to estimates by the British 
Chamber of Shipping, the net shipping income (on account of both 
import and export freights) rose from £90 million in 1938 to £100 
million in 1939 and £200 million in 1940. 

1 British figures differ slightly from those compiled in the United States. Of the 
gold and dollar balances at the end of 1940, $351 million were considered “un- 
available”. 

2 The “Lend-Lease” Act of nth March provided for the transfer of defence ar- 
ticles. to be taken from existing Government property or procured with funds 
previously appropriated, to the value of $1,300 million. The “Defense Aid Supple- 
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During 1938 the trade deficit of the United Kingdom is estimated 
to have been covered to the extent of £55 million by the sale of gold 
or by net capital imports. This sum thus represents the deficit on 
account of the “current’* items in her balance of payments. This deficit 
is likely to have risen in 1939 and, of course, much more in 1940. 
Inward and outward capital movements were considerable and offset 
each other to a large extent. On the one hand, there was a considerable 
capital export in the form of withdrawals of foreign deposits before 
this exodus was stopped through the tightening of the exchange con- 
trol, and, moreover, new credits were granted, chiefly by the Govern- 
ment. Mention may be made of credit of £43^^ million extended to 
Turkey by the British and French governments at the beginning of 
the war, of £5 million granted to Greece in November 1940, of 
£5 million to China late in 1940, with the concurrence of the Domin- 
ion governments, for purchases within the sterling area, and of a 
further sum of £5 million in April 1941 for the Chinese Stabilization 
Fund originally set up with £10 million under British government 
guarantee in 1939. On the other hand, capital entered the United 
Kingdom both as a result of the liquidation of investments and in 
the form of deposits by countries of the sterling bloc. The sale of 
investments was not confined to those in the United States and Canada 
referred to above ; India, for example, has begun the repatriation of 
Indian railway stocks and bonds in British hands, and New Zealand 
repaid British loans on maturity. The accumulation of foreign short- 

mental Appropriation Act” of 27th March appropriated $7,000 million to carry out 
the purposes of the Act for the period up to June 30th, 1943> of which : 


(i) To be spent for goods: $(ooo,ooo*s) 

Aircraft and equipment 2,054 

Agricultural and industrial goods i,350 

Guns, ammunition and supplies i,343 

Ships and supplies 629 

Tanks and automotive equipment 362 

Miscellaneous military equipment 260 

5,998 

(ii) To be spent for services: 

Testing and repair of defensive articles 200 

Administrative expenses 10 

Other services and expenses 40 

250 

(iii) Capital expenditure: plant and equipment for the 

production of defence articles 752 


Total 7,000 

The supplies actually shipped during the first 80 days of the programme and 
financed by this appropriation amounted to $75 million. By the end of August the 
amount had risen to $190 million. 
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term balances in London has resulted largely from the British pur- 
chase agreements referred to above and the clearing and other trade 
accounts in operation with a number of neutral countries. The inflow 
of short-term capital from the “Empire” countries alone is estimated 
to have proceeded during the war at the rate of about £150 million 
per annum.^ The surplus accruing to the Netherland Indies from 
transactions with the sterling bloc and deposited in London has been 
estimated at 100 million guilders per annum. ^ Another inflow of 
funds originates in the earnings of vessels belonging to invaded 
European countries but operating between ports of the sterling area. 
A substantial portion of the capital inflow, however, is the counterpart 
of British payments for goods not entering into import returns and 
thus cannot be regarded as offsetting the recorded trade deficit. 

Canada’s position during the last few years preceding the war was 
that of a capital-exporting debtor country. Her current transactions 
with the United Kingdom and other parts of the British Common- 
wealth of Nations resulted in a considerable surplus, which was used 
in part in the redemption of debt and in part to offset the deficit on 
current account with the United States. Though Canada’s participa- 
tion in the war effort increased her dependence on imports from the 
United States, she reduced to a minimum her demand for payments 
in gold or dollars in respect of her export surplus to the sterling bloc. 
The following statement by the Canadian Prime Minister in the 
Dominion House of Coninions on March 25, 1941, shows the nature 
of Canada’s exchange problems and the relative magnitude of the 
amounts involved : 

“Britain, of course, cannot herself find all the necessary dollars with which to 
pay for her enormous purchases of Canadian products. For the new fiscal year,® 
Britain’s deficit in her balance of payments with Canada is now estimated at over 
$1,150 million. Canada must provide Britain with the Canadian dollars to meet this 
deficit, either by purchasing Canadian securities now held in Britain, or by the 
accumulation of sterling balances. In this connection, it may interest the house to 
know that from September 15, 1939, to the end of February this year, the United 
Kingdom’s deficit with Canada amounted to approximately $737 million. Of this 
deficit, Canada provided 45 per cent by the repatriation of securities, and 2i per 
cent by the accumulation of sterling balances in London, while only 34 per cent 
was met by the transfer of gold. During the six-months* period ending February 
28 last, Britain’s deficit with us w’as $359 million, and Canada financed the whole 
of that deficit, except for $65 million w^hich was covered by gold shipments. Since 
the early part of December, no gold has been received from the United Kingdom. 
I wish to emphasize the fact that whatever gold, or United States exchange, Britain 

1 C/. The Banker (London), March 1941 (“The Settlement of Inter-Empire 
Payments**) . 

2 Cj. Foreign Commerce Weekly (U.S. Dept, of Commerce), April 5th, 1941. 

® Beginning April ist, 1941. 
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makes available to Canada is for one purpose only, and that purpose is to enable 
Canada to make payments to the United States for war purchases.’*^ 

Canada’s trade deficit with the United States, which rose from $i 1 5 
million in 1939 to $300 million in 1940, and her net outward pay- 
ments of interest and dividends to the same country which in 1937 — 
the last year for which information is available — amounted to $200 
million, has been met during the war chiefly by the sale of gold (cur- 
rently mined or acquired from the United Kingdom) and by the 
income from United States tourists — an item, however, that proved 
to aflford a much smaller contribution to the Canadian balance of 
payments than had previously been assumed.^’ Finally, Canada liqui- 
dated a portion of her dollar assets. In December 1940, Canada found 
it necessary to prohibit the import of certain non-essential products 
involving the use of United States dollars ; on the other hand, she 
reduced or abolished tariffs on a wide range of goods imported from 
the British Empire. The rather paradoxical situation in which heavy 
capital exports in one direction (the United Kingdom) coincided with 
scarcity of exchange and capital imports in another (the United 
States) was typical of the reduction of triangular trading that affected 
the international transactions of many countries. In April 1941 
Canada’s exchange problem was eased by an agreement with the 
United States providing for the delivery by the United States to the 
United Kingdom under the Lend-Lease Act of materials destined to 
enter into Canadian-produced war equipment for that country and 
for the purchase by the United States of war equipment from Canada 
to the value of $200-300 million in the course of the following twelve 
months. 

With the adoption of exchange control by the countries of the 
sterling area and the events in Continental Europe, the United States 
dollar became the only “free” currency of importance. According to 

’ The following supplementary information was contained in a speech of April 
29th by Canada’s Minister of Finance. During the 12 months ending March 31st, 
1941, the deficit which the United Kingdom was called upon to meet in its 
payments with Canada amounted to $795 million. Of this, $250 million was met by 
shipments of gold, $337 million by repatriation of Canadian securities held in the 
United Kingdom and the balance of $208 million by the accumulation of sterling 
balances in London. Canada’s deficit in its payments with the United States during 
the same period amounted to $478 million. 

2 A comprehensive enquiry by the Dominion Bureau of Statistics showed a net 
receipt in the tourist traffic with the United States of $82 million and with all 
countries of $85 million. Calculated on the same basis, the net receipt from all 
countries during 1939 works out at $78 million. The previous estimate for that 
year, based on less complete information, was $166 million, or more than twice 
the revised figure. 
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the official estimate of the balance of payments of the United States 
given in the following table, the surplus on current account (“trade 
and service items'’) doubled in 1940, owing to the heavy increase in 
the export surplus and the reduction in the expenditure of United 
States tourists abroad. The great bulk of this surplus was earned in 
trade with countries of the British Commonwealth of Nations (prin- 
cipally the United Kingdom and Canada) and was offset by a reduc- 
tion in British gold and dollar assets. Net gold imports, after deduc- 
tion of gold earmarked for foreign account, were three times as great. 


Table 6. — United States: Balance of International Payments!' 


Note: The plus sign (+) means a net inward or credit movement of payments, and the 
minus sign (— ) a net outward or debit movement. 

$ (000,000’s) 

Item 1939 1940 


Trade and service items: 


(unrevised) (preliminary) 


Merchandise 

Freight and shipping 

Travel expenditures 

Personal remittances and institutional contributions . . 

Interest and dividends 

Government transactions. . . 

Miscellaneous services and adjustments 

Total trade and service items 

Gold and silver: 

Gold (import balance) 

Gold earmarking operations 

Silver (import balance) 

Total gold and silver movements 

Known capital items: 

Long-term coital movements 

Movement of short-term banking funds 

Advance payments and capital assistance by British 

Government 

Miscellaneous capital items 

Paper currency movements 

Total capital items 

Other transactions and residual® 


+ 859 

- 124 

- 299b 

- 142 
+ 320 

- 64 
-h 108 

+ 1,396 

- 104 

- 142 

- 145 
+ 310 

- 94 

+ 98 

4- 658 

+1,319 

-3,574 
+ 534 
- 71 

-4,744 
+ 645 
- 55 

-3,111 

-4,154 

+ 114 
+ 1,116 

- 53 

+ 873 

+ 69 

+ 117 

+ 720 
- 170 
+ 33 

+1,416 

+1,403 

+1,037 

+1,432 


» Source: Foreign Commerce Weekly (U.S. Department of Commerce), March 
29th, 1941. 

This figure is believed to be too high, since no account has been taken of the 
revision of the estimate of the expenditure of United States visitors to Canada 
(cf. above). 

® This item is believed to represent chiefly unrecorded capital imports. 
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however, as the surplus on current account. Their magnitude was 
due in part to the withdrawal of United States assets abroad, to the 
inflow of funds from Continental Europe at the time when transfer 
facilities still existed, and to advance payments and financial assist- 
ance to American firms by the United Kingdom. The record of capital 
transactions is far from complete, and the residual shown in the last 
line of the table, exceeding the surplus of merchandise exports, is 
believed to represent chiefly inflow of capital not accounted for in the 
preceding items. 

In the international accounts of numerous raw material exporting 
countries outside the sterling area, credits raised in the United States 
became of considerable importance during 1940 and 1941. In par- 
ticular the United States Export-Import Bank granted a number of 
loans and credits to Latin American countries, including the Argen- 
tine, Brazil, Chile, Colombia and Peru.^ The credit requirements of 
Latin American countries were due in part to the unfavourable con- 
ditions for their principal export products. The export surpluses of 
the Argentine and Brazil fell off seriously : 

U.S.A. $(000,000’s) 


Surplus of exports (+) January-Junc July-Deccmber Whole Year 

or imports (-) 1939 1940 1939 1940 1939 1940 

Argentine + 74 -f 52 -f 40 — 28 -f- 114 + 24 

Brazil + 16 + 2 + 29 + 11 + 45 + 13 


The principal change in the trade balance occurred in commerce 
with the United States. The Argentine’s net imports from the United 
States rose steeply in 1940 and the previous export surplus of Brazil 
with the United States was turned into a deficit. A factor of particular 
importance was the difficulty of triangular settlement of trade bal- 
ances. The proceeds of exports to the United Kingdom were paid into 
special accounts which as a rule could only be employed for payments 
to that country (for instance, for imports). Thus, certain Latin 
American countries accumulated sterling funds which could neither 
be used for financing imports from the United States nor be sold to 
other Latin American countries that were “short of sterling”. To the 
extent that the credits raised in the United States enabled the borrow- 
ing countries to export more to the United Kingdom than they pur- 
chased there, it may be said that they helped to finance British imports 
from Latin America. The strain on the international accounts of 
1 See Chapter V, page 145 above. 
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certain of the countries in question was, however, only partly relieved. 
The Argentine, for example, accumulated a considerable sterling bal- 
ance in 1940 but was faced by a deficit with countries outside the sterl- 
ing area which necessitated the export of gold to the value of 244 
million pesos ($64 million) during 1940. In Brazil, on the other hand, 
the exchange situation presented no serious difficulties, owing partly 
to an influx of European funds. 

Trade in Continental Europe. 

From the middle of 1940, the trade of Continental Europe naturally 
centred largely around Germany. Before the war, Germany together 
with Austria accounted for well over a quarter of both the imports 
and the exports of the continent. About half of Germany’s import 
and two-fifths of her export trade were, however, conducted with non- 
*European countries and^those European countries with which Ger- 
mariy. entered into war in 1939. During the early months of the war, 
therefore, Germany’s trade is estimated to have fallen by not far 
from a half. Subsequent events led to an expansion of Germany’s 
trade, but particularly of her imports from European countries. Ac- 
cording to Press reports of a public statement made early in 1941 
by Dr. Rudolf Eicke of the Reichsbank, Germany’s foreign trade had 
by the end of 1940 reached its pre-war level, through the expansion ' 
of commerce with other European countries, including the U.S.S.R. 
As Germany was cut off from non-European markets this implies 
that Germany’s trade with Continental Europe increased some 70% 
above its level in 1938.^ 

Simultaneously, the total trade of other European countries de- 
clined in value by about a third, and the share of Germany in their 
turnover increased rapidly. Germany’s share in the exports of the 
Netherlands, which had been 13% in 1939, amounted to 86% in 
the third quarter of 1940. The corresponding import figures are 24 
and 55%. Germany’s share in Sweden’s trade is estimated to have 
risen from a normal 20% to around 70%, and in the trade of south- 
eastern Europe the German market appears to have become even more 
predominant. 

Germany’s transactions with the areas she had occupied were, of 
course, carried on largely under military pressure and a substantial 

^ At the general meeting of the Reichsbank on March 12th, 1941, it was revealed 
that during 1940 Germany’s trade with European countries except France and the 
United Kingdom had increased in value by about 65% above the level of 1939. 
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portion of the goods moved from these areas hardly falls under the 
category of “trade” in the usual sense of that word. Even in exchange 
with European countries not under her military domination, Germany 
was able from the middle of 1940 to use strong pressure. While 
Germany’s central geographical position in Europe facilitated her 
trade with the surrounding countries, trade between these countries 
became largely dependent upon the facilities of rail transport through 
Germany or through German-occupied territory. Moreover, through 
her military conquests, Germany came to control the supply of essen- 
tial commodities such as coal and steel, at the same time as she became 
the only outlet of importance for numerous products exported by 
other European countries. She was thus frequently in a position to 
dictate the conditions under which the exchange of goods might 
take place. 

In the countries occupied by Germany, goods were seized or 
requisitioned on a large scale. In Poland and France large quantities 
of industrial equipment, besides primary goods and articles of con- 
sumption, were seized and transferred to Germany. Stocks of mate- 
rials established in smaller countries for domestic use during the 
war fell into German hands. Part of the goods requisitioned was 
naturally consumed or held by the occupying forces and thus though 
entering German possession was not technically imported. 

The livestock in the invaded countries in excess of what could be 
maintained if foreign supplies of feeding stuffs and fertilizers were 
cut off constituted a form of food reserve which was taken over as 
quickly as possible by Germany. For example, Denmark and the 
Netherlands had after the invasion to slaughter a large proportion of 
their animals owing to lack of fodder and export the meat to Ger- 
many, or sell on the hoof.^ The following figures for Danish exports 
of live pigs are illustrative : 

Table 7 . — Danish Exports of Live Pigs, Head ( 000' s) 


Year 

Quarterly average 

1940, 1st. Quarter . . . 

35.6 

1938 

34.5 

2nd. “ 

116.7 

1939 

34.2 

3rd. “ . . . . 

393.4 

1940 

188.4 

4th. “ . . . . 

209.5 


By reducing the high premia she had previously granted to export- 
ers, and by other devices, Germany was able to improve her terms of 

1 For the related data on production, see Chapter VI above. 
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trade with the occupied countries, which had obviously small possi- 
bilities of resisting German demands. Thus, late in 1940 Norway 
and Denmark are reported to have had to pay 20% higher prices for 
German goods than Sweden, and Germany is reported to have refused 
to pay higher prices for Norwegian goods than those prevailing before 
her invasion of Norway.^ Tt should be observed, however, that even 
in her trade with unoccupied countries, Germany abolished export 
premia and raised the export prices of numerous goods, and further, 
that she had to allow higher prices on certain goods she required even 
from occupied countries in order that the supply should not fall off 
rapidly. A case in point is Danish butter, the export price of which 
was raised ; but the increase by no means equalled that demanded for 
imports from Germany. Between August 1939 and September 1940 
the index of Danish import prices rose by 86% but that of Danish 
export prices by only 40%. 

In order to ensure the functioning of her clearing agreements with 
a number of countries of south-eastern ICurope, Germany had before 
the war had to allow the exchange value of the mark, in trade with 
these countries, to fall considerably below its official level. With the 
increased bargaining power of the Reich during 1940, that exchange 
value was raised so as to confine the discount on the mark to around 
20% — a step which involved a considerable improvement in Ger- 
many’s terms of trade with the countries in question. 

Before the war the occupied countries of Northern and Western 
Europe had an excess of imports from Germany. As Germany drained 
them of their resources after the invasion, this balance appears to 
have been reversed. As an example may be mentioned the Nether- 
lands — in fact the only country for which adequate recent statistical 
information is available. During the four months January-April 1940 
inclusive, her trade with Germany resulted in an import surplus of 
56 million gulden, but during the four months June-September 1940 
in an export surplus of 43 million gulden (Diagram 4). One of Ger- 
many’s chief devices for financing net imports from the countries she 
had invaded was the creation of heavy claims under the head “occupa- 
tion costs”. The amount of such tributes claimed from h'rance, Bel- 
gium, the Netherlands and Norway alone exceeded $4,000 million 
(calculated on an annual basis).’ As actual expendilurc by the occu- 
pying armies in the territories concerned was much less, a large sur- 
plus arose upon which Germany could draw in payment for imports. 

1 Cf. The Economist, January 4th, 1941. 

2 Cf. page 156. 
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Diagram 4. 

The Netherlands: Trade with 
Germany, January-September 
1940. 

In gulden (ooo,ooo*s) 


The surplus was not wholly utilized for this purpose, however, but 
was in part left on deposit with the paying countries or used for the 
acquisition of financial interests there. 

In Denmark, which appears formally not to be charged with “occu- 
pation costs”, these costs were nevertheless financed by the Danish 
National Bank, whose credits to Germany on this account, judging 
from the rise in its claims on “various debtors”, amounted to around 
400 million Danish Kroner ($77 million) from May 1940 to the end 
of the year. Part of this amount represents goods bought in Denmark 
by German soldiers and sent to Germany. 

In spite of the expansion of imports rendered possible by the meth- 
ods of financing now described, Germany has also had recourse to 
imports on credit in the form of clearing balances arising with occu- 
pied countries. In the course of the last three quarters of 1940, the 
Danish clearing balances changed from a net debit of 43 million 
Danish Kroner to a net credit of 412 million ($79 million). By the 
end of February 1941 the amount had risen to 488 million Kroner. 
These balances refer to all countries, but the change was due almost 
wholly to trade with Germany. Clearing balances of the magnitude 
indicated due to a country as small as Denmark would normally lead 
to the collapse of trade, owing to the length of the period elapsing 
before exporters were paid. In the prevailing conditions, however, 
the Danish National Bank has had to pay exporters in the form of 
bank notes or credit without waiting for settlement from Germany. 

A similar procedure was applied in other cases. Thus, owing to the 
large sums which Belgium was owed as a result of her trade with 
Germany an arrangement was reached in the autumn of 1940 per- 




— 239 — 


mitting the Belgian National Bank to effect advance payments to 
exporters amounting to i,ooo million Belgian francs ($34 million). 
Similarly, in the Netherlands, whose clearing claim on Germany 
before the war had been liquidated and replaced by a debt early in 
1940, a new clearing claim on Germany arose after the invasion and 
the Treasury was compelled to grant advances for the payment of the 
claims of exporters. Through arrangement with Germany, similar 
advances appear to have been paid in Slovakia and Bulgaria. In the 
former of these two countries an aggregate clearing claim on Ger- 
many and “the Protectorate” exceeding 1,000 million crowns (about 
$35 million) had accumulated early in February 1941. 

Sweden’s and Switzerland’s clearings with Germany appear to 
have been influenced by tendencies similar to those operating in the 
case of the Netherlands. At the outbreak of war Switzerland had a 
clearing claim on Germany of about 125 million Swiss francs ($28 
million) ; but this balance is reported to have been liquidated and 
replaced by a clearing debt in the early part of 1940. Later during 
that year, however, the Swiss import surplus from Germany fell off, 
and in July 1940, for the fir.st time, Switzerland exported more to 
Germany than she imported from that country. In Sweden, which 
before the war had experienced certain difficulties in collecting the 
payments due to her by Germany, there arose a clearing balance due 
to Germany amounting to 170 million kronor ($40 million) in May 
1940. Later, this balance fell off and by the summer of 1941 it had 
turned into a clearing debt to Sweden. 

During the autumn of I 940 > certain countries of south-eastern 
Europe became indebted to Germany on clearing account. The balance 
in clearing between Germany and Yugoslavia, which for long had 
been in favour of Yugoslavia, was turned into a deficit in October 
1940 and by March 15th, 1941, amounted to 66 million marks. A 
considerable German clearing claim on Hungary is also reported to 
have arisen. 

These changes were due partly to the failure of crops in the Dan- 
ubian region in 1940. The wheat harvest was so poor that in certain 
areas maize had to be used in its place and both wheat and maize 
exports consequently fell. Roumania’s exports were adversely affected 
also by the annexation of Bessarabia, the only district which had a 
good harvest, by the U.S.S.R. The effect of the reduced sales of grain 
upon the balance of trade undoubtedly facilitated the revaluation of 
the mark in terms of the currencies of Danubian countries to which 
attention was drawn above. 
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The fact that this revaluation was carried out so as to bring about 
a common valuation of the mark (about 20% below parity) in the 
various countries concerned has been referred to as one of the steps 
taken by Germany in a general endeavour to create a system of 
multilateral clearing between European countries. It is obvious that 
such clearing would not function properly unless there were a uniform 
valuation of each of the currencies involved in all the participating 
countries. 

The clearing system that actually developed under German auspices 
up to the beginning of 1941 provided for a global clearing of any 
mercantile claims or liabilities which Italy, Hungary, Yugoslavia, 
Greece, Bulgaria, Switzerland, and to a more limited extent France, 
Slovakia, Sweden, Denmark and Finland, might have on Belgium, 
the Netherlands, Norway and the Polish “Government-Generar’. 
Italy, for example, was able to offset clearing debts to any of these 
four occupied areas with claims on the others. The accounting was 
effected in marks by a central clearing office in Berlin. 

This arrangement did not constitute anything like a general multi- 
lateral settlement of European clearing balances as only the balances 
of the four occupied areas mentioned were merged into a common 
fund. It was, of course, imposed by Germany and no country main- 
taining its sovereignty has agreed to effect, through Berlin, triangular 
payments resulting from its trade with other independent countries. 

A number of other arrangements for triangular settlement, on 
a limited scale, have been made in Europe during the war, as during 
the few years preceding it. But the general problem of multilateral 
settlement of balances remains unsolved. 

The reduction in trade with countries outside Europe and the 
changes that have taken place in trade with Germany have naturally 
reversed the general balance of trade of certain European countries. 
The import balance of certain creditor countries, after rising to a 
high level during the early months of the war, fell off in the course 
of 1940. That of the Netherlands in the third quarter of the year 
amounted to only $13 million, as against $61 million in the corres- 
ponding quarter of 1939. Switzerland, in the same quarter of 1940, 
found herself faced with an export balance — a phenomenon which 
had not occurred since 1925. France's trade with Germany from the 
middle of 1940 is believed to have resulted in a heavy excess of 
exports, unlikely to have been offset by net imports from the French 
possessions in North Africa. Similar movements occurred in certain 
debtor countries. Denmark during the second half of 1940 had an 
excess of exports of $29 million as against an excess of imports of 
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$23 million in the corresponding period of 1939. But in some cases, 
the opposite tendency prevailed : in Hungary, which used to have an 
export surplus, an excess of imports arose in the middle of 1940. 

The highly developed countries of north-western Euroi 3 e invaded 
by Germany undoubtedly suffered most from the disturbances in their 
trade. Their tributes they had to pay and credits to extend to Ger- 
many greatly weakened their economy. Italy’s plight from the time 
she entered into the war was also severe, as she was deprived of 
oversea supplies essential to her industry. She is believed to have 
maintained her trade at about 40% of its pre-war level, thanks to 
her exchange of goods with Germany and south-eastern Europe. 
Since March 1940 she has obtained about one million tons of coal 
monthly by rail from Germany^ — ^a traffic which put a great strain on 
the railw'ay connection between the two countries. Her dependence 
upon the supply of other goods from Germany also greatly increased. 
She enjoyed, however, a bumper crop of rice in 1940, leaving a sur- 
plus available for export. 

Sweden’s trade was influenced by the financial assistance she gave 
to Finland during and immediately after the Finno-Russian war. Her 
gifts and credits to that country amounted to some 840 million kronor 
($200 million). With the disruption of the Skagerrak traffic from 
April 1940 Sweden endeavoured to develop her trade with the 
U.S.S.R. and granted that country a mercantile credit of 100 million 
kronor in September. Nevertheless, Germany came to occupy a much 
higher share in Sweden’s trade than ever before. Switzerland has been 
able to maintain her trade on a remarkably high level. With large 
sales to Germany, exports during the last half of 1940 rose to a higher 
value than during the corresponding period of 1939; imports, on 
the other hand, fell off by a third. 

Being suppliers of primary goods, the agricultural countries of 
south-eastern Europe were relatively favoured in their trade as long 
as they were able to maintain their political independence. Bulgaria’s 
as well as Yugoslavia’s trade in 1940 was higher in dollar value than 
in 1939, and Roumania’s exports approached very nearly the 1939 
level, in spite of the decline during the last quarter due to territorial 
loss and the failure of crops. She profited from higher prices received 
for mineral oils, which came to represent 63% of the export value in 
1940 as against 42% in 1939. The weight of the oil exported, how- 
ever, declined for the fourth successive year. In 1940 it was 16% 
less than in 1939, and in the first quarter of 1941 25% less than in 

1 C/. Foreign Commerce Weekly (U.S. Department of Commerce), December 
14th, 1940. 
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the first quarter of 1940. Details of the oil exports in the years 1938' 
1940 are given below : 


Table 8, — Roumania: Exports of Petroleum, Gasoline, etc. 


Exports to 

Metric tons (OOO’s) 

Lei (000,000’s) 

1938 

1939 

1940 

1938 

1939 

1940 

France 

Czecho-Slovakia 

Germany 

Greece 

Hungary 

Italy 

Switzerland 

Turkey 

289 

295 

705 

200 

198 

537 

89 

54 

541 

1,569 

238 

437 

849 

75 

165 

635 

114 

30 

619 

1,016 

87 

217 

1,148 

188 

35 

343 

114 

148 

473 

776 

721 

645 

1,723 

400 

387 

910 

238 

116 

1,170 

3,005 

635 

1,207 

2,590 

210 

376 

1,468 

388 

90 

1,995 

2,270 

405 

1,436 

9,116 

1,148 

197 

1,798 

775 

961 

3,038 

4,130 

Uni tea Kingdom I 

Other countries 

Total 

4,497 

4,178 

3,529 

9,313 

11,227 

23,002 


Note. Calculated at official exchange rates (one leu equalling 0733 cents in 1938, 
0708 cents in 1939 and 0.498 cents in 1940) the dollar value of the above 
exports amounts to $68 million in 1938, $80 million in 1939 and $115 million 
in 1940. 














CHAPTER IX 


TRANSPORT 

In the majority of countries inland communications are respon- 
sible for most of the transport in domestic trade. In international 
trade, on the other hand, about three-fourths of the transport is 
normally carried by sea.^ Only in Continental Europe is a large 
proportion of the goods entering into international trade carried by 
inland routes. The war has rendered that area far more dependent 
upon inland communications than usual. After the invasion by 
Germany of vast territories in northern and western Europe and 
Italy’s entry into the war in the middle of 1940 the facilities of 
oversea transport to and from Continental Europe were largely 
eliminated. Elsewhere ocean shipping retained its predominant posi- 
tion. But almost everywhere the insufficiency of available transport 
facilities gave rise to problems which do not exist in peacetime. 

Ocean Shipping: General Considerations. 

The world’s merchant marine — excluding sailing vessels — rOvSe 
from 43.1 million tons gross in 1913 to 68.5 million tons in 1939, 
or by 59%. Simultaneously, the transport .services which the average 
unit of tonnage could perform increased : the average speed is esti- 
mated to have risen by about a fifth, loading and unloading facilities 
improved so that the average waiting period in ports was reduced, 
the proportion of oil-burning steam-ships and of motor-ships, which 
generally allow of greater cargo space for each ton gross, increased, 
as did the tonnage of specialized ships (for example, tankers) able 
to carry out economically the transport of certain commodities. The 
following figures show the world’s motor-ships, oil-burning steam- 
ships and tankers in 1914 and 1938 : 

Tons gross Percentage of 

(OOO’s) total world tonnage 

1914 1938 1914 1938 

Motor-ships (oil engines) 194 14,930 0.4^ 22.3 

Oil-burning steam-ships 1,528 20,058 3.4 30.0 

Tankers (included in the preceding two 

items) 1,352 10,716 3.0 16.0 

^ In his book Die Grosschiffahrtswege des Wclthmidcls the Danish economist 
Johannes Humlum estimates the weight of the goods entering into world international 
trade in 1937 at 371 million tons, of which 280 million, or 75%, were transported 
by sea. 
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Though the tonnage of sailing vessels declined from around four 
to one million tons gross from 1914 to 1939 and the tonnage of 
steam- and motor-ships constructed for passenger traffic increased, 
the freight-carrying capacity of the world’s merchant marine has 
probably almost doubled since 1914. 

The quantum of world trade, ^ however, increased between 1913 and 
1938 by only about a fifth. The change in the relationship between 
cargo space and quantity of goods to be carried is due to a far- 
reaching modification of trading routes and the increased use of 
liner traffic at the expense of tramp shipping, implying a reduction 
in the degree to which existing cargo space is utilized. At the out- 
break of the present war, therefore, there were much greater possi- 
bilities than in 1914 of saving cargo space by the reorganization of 
shipping. 

The world’s shipbuilding increased from the low figure of 0.5 
million tons gross in the depression year 1933 to 3 million in 1938. 
Total shipbuilding during the six years from 1933 ^ 93 ^^ inclusive, 

amounted to almost 9 million tons, but as the world’s merchant marine 
rose by only 0.3 million tons, the new construction was almost offset 
by the tonnage of ships lost or broken up. Since the beginning of the 
war the breaking-up of old ships (other than damaged) has prac- 
tically ceased, and the operation of over-aged ships has become 
profitable owing to the scarcity of shipping. 

As is shown in Table i, the world’s merchant marine underwent a 
marked decentralization in its national distribution between 1913 
and 1939. The share of the United Kingdom, the foremost shipping 
nation, fell from 42% to 26%, but the actual tonnage of her ships 
was only slightly reduced ana that of the British Commonwealth of 
Nations as a whole increased. The increase in the merchant marine 
of the United States from 4.3 to 8.1 million tons is not indicative of 
recent peace-time trends; between 1922, when it reached 15.7 million 
tons gross, and 1939 that marine fell steadily in size. The bulk of the 
remaining increase in shipping tonnage between 1913 and 1939 is 
due to Japan and various minor countries, particularly in Europe 
(Norway, Netherlands, Greece, Sweden, etc.). 

When the war began, German ocean-going ships sought refuge 
in domestic and neutral ports and Germany launched a submarine 
campaign against the Allied powers to cut them off from oversea 
supplies, while the United Kingdom and France introduced a sys- 

1 Variations in quantum represent changes in value after elimination of the effect 
of price changes ; they are thus indicative of the quantitative movement. 
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Table i 


Steam and Motor Merchant Vessels: Gross Tonnage, 


Note\ The figures refer to the middle of each year. Ships of less than 100 tons are not in- 
cluded. The reported world gross tonnage of sailing vessels (likewise excluded) was 3,891,- 
000 in 1913 and 930,000 in 1939; these figures, however, are incomplete, as data on sailing 
vessels are not available for certain countries (especially Japan, Turkey, Greece and the 
U.S.S.R.). 

Tons gross (000’ s) 


1913 


1939 


United Kingdom 18,274 

British Dominions, Colonies, etc 1,575* 

United States of America 4,303 

Continental Europe® 


17,891 

2,966 

8,135»> 


Norway 1,871 4,834 

Germany 4,743 4,483 

Italy 1,274 3,425 

Netherlands 1,287 2,969 

France 1,793 2,934 

Greece 706 1,780 

Sweden 944 1,577 

Denmark 711 1,175 

Other countries 2,382 15,711 3,507 26,684 


U.S.S.R 

Japan 

Latin America 

Other parts of the world . 


790d 

1,306 

1,500 

5,630 

793 

2,018® 

133* 

653 


World 


43,079 


65,283 


“Incomplete figures. 

Excluding vessels on the Great Lakes (3,227 in 1939). 

® The countries arc put in the order of the magnitude of their tonnage in 1939. 

Russia (old frontier). 

® Of which, Panama 718. 


tern of contraband control which in practice amounted to a maritime 
blockade of the Reich. A counter-blockade was declared by Ger- 
many, whose campaign took the form of an unrestricted submarine 
and mining warfare. In retaliation the Allied powers ordered, in 
November 1939, the seizure of German exports on the high seas. 

A considerable difference existed, however, and still exists, between 
the British and German blockades. The former has been effective 
in so far as it has rendered it practically impossible to effect transports 
by sea between continents other than Europe and Germany or coun- 
tries occupied by her. The German blockade, on the other hand, has 
not prevented the continuance of shipping to and from the United 
Kingdom on an extensive scale, though the wholesale destruction of 
merchant vessels has created a scarcity of tonnage and reduced the 
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shipping facilities available to normal trading activities the world 
over. In peace conditions there is usually — except under boom con- 
ditions such as prevailed, for instance, in 1937 — a reserve of idle 
tonnage, consisting largely of obsolete ships and fluctuating inversely 
with the quantum of international trade but during the war the 
idle tonnage has been restricted largely to ships immobilized on 
account of the risk of being seized or sunk if put into service. 

Of vital importance to military as well as economic activities, 
shipping became with the outbreak of war the object of strict govern- 
ment control in the major shipping countries. The sale or chartering 
of ships to foreigners without special permission was generally pro- 
hibited; in certain countries sailings were made subject to licences, 
or the shipping of essential products given priority over that of others, 
or the government was given the right of requisitioning ships for 
national defence or to ascertain supplies; the insurance of ships and 
cargoes was regulated and freights controlled in certain cases. 

Considerable savings of shipping space have been made by loading 
ships more heavily than in peacetime, by suppressing traffic on non- 
essential routes or in non-essential goods, and by accelerating the 
construction of new ships. Against these factors stand the losses to 
mercantile traffic due to the sinking of ships, the requisitioning of 
numerous ships for use as military transports or naval auxiliaries and 
the loss of time through the destruction or closing of certain ports and 
the congestion in others, through the use of convoys (which take 
time to assemble, and reduce the speed of the participating ships to 
that of the slowest) and through the lengthening of trading routes. 

To judge the present situation it is necessary to consider in some 
detail the shipping conditions in two countries — the United Kingdom, 
which owing to its geographical position and its dependence upon 
foreign supplies is menaced by the difficulties of ocean transport, and 
the United States, whose reserves of shipping space and expanding 
shipbuilding industry arc important elements in any endeavour to 
ease the situation. 

Shipping Problems of the United Kingdom 

During the ’twenties and ’thirties British shipping failed to develop 
in proportion to that of other countries, a fact which appears to be 
due largely to the decline in coal exports. The tonnage of ocean-going 

1 At the beginning of 1932, when the quantum of trade was at its lowest level, 
the tonnage of laid-up ships reached 14 million tons gross, or about a fifth of the 
existing world tonnage. 
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ships registered in the United Kingdom, as mentioned above, was 
less in 1939 than in 1913. The British share in the tonnage of ships 
launched had fallen from around two-thirds before the 1914-18 war 
to about one-third. 

From the beginning of 1940 a scheme for assistance to British 
shipping came into eflfcct. It provided for a subsidy of up to £2,750,- 
000 per annum to deep-sea tramp shipping during five years and con- 
siderable credits for the building of new mercantile vessels. When 
the war broke out, the building and repair of ships were put under 
the control of the Admiralty, which organized the production of ships 
of the simplest suitable standard types for the most rapid delivery. 
Before the war the Government had decided to build up a wartime 
reserve of tonnage, but only four ships had been acquired for this 
purpose up to September. Soon after the outbreak of war questions 
concerning shipping were taken out of the hands of the Board of 
Trade and put under the control of the newly formed Ministry of 
Shipping. As the British mercantile fleet proved inadequate for war 
needs, a number of neutral (mostly Greek) ships were chartered for 
British account. A licensing system for voyages was introduced but 
was replaced early in 1940 by requisitioning which gave the Govern- 
ment much more direct and far-reaching control of shipping activities. 
The ships remained, however, under private ownership and manage- 
ment. The owners were, from the outset of war, requested to limit 
the rise in freight rates, and the government fixed freights in the 
principal tramp markets at rates which from the beginning of Novem- 
ber 1939 had to be raised by 30%. This and later increases were 
allowed chiefly in order to oflfset the rise in the cost of operating 
ships but did not include provision for offsetting losses or for building 
up reserves (apart from normal allowances for depreciation). They 
fell short, therefore, of the increase in the market rates for freights 
charged by neutral ships. 

The Government control extended also to the insurance of ships 
and cargoes. A war risk insurance scheme with Government partici- 
pation had been put into operation by British underwriters in the 
spring of 1939. On the outbreak of war a War Risk Insurance Office 
was established by the Government. The market continued, however, 
to provide insurance, particularly against war risks for ships and 
cargoes not covered by the Government’s scheme, such as neutral 
foreign vessels or trade not touching the United Kingdom. 

Directly and indirectly, the United Kingdom was the country most 
affected by the sinking of ships through enemy action. According 
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to British reports the losses of British, Allied and neutral shipping 
through such action from the beginning of the war up to the end 
of June 1941 was as follows: 


Number Tons gross 


Ships of ships (OOO’s) 

British 1,078 4,605 

Allied 334 1,498 

Neutral 326 1,015 


Total 1,738 7,118 


These figures are not quite complete, partly because of the difficulty 
of keeping the records for the last months up to date, partly because 
they do not include the losses of merchant vessels commissioned for 
naval service. Moreover, the data exclude ships damaged but not 
sunk. Naturally, damaged ships after repair again become active; 
but at any given moment there is in British shipyards a considerable 
tonnage of ships under repair. 

Up to the spring of 1940, the sinking of British, Allied and neutral 
ships averaged well under 200,000 tons gross monthly (Diagram). 
Though this rate was roughly twice as high as that of the sinkings 
during the first two years of the 1914-18 war, it was hardly alarming. 
The losses are likely to have been roughly offset by new ships launched 
outside Germany; moreover, the Allied powers during this period 
seized about 300,000 tons gross of the German mercantile marine. 
It was not until the spring and early summer of 1940 when Germany 
occupied the greater part of the Atlantic coast of Continental Europe 
that the sinkings assumed a menacing character. Total shipping losses 
roughly doubled, and those of British shipping increased four or five 
times. The losses of Allied and neutral shipping had previously been 
of the same magnitude as those of the British, but from the middle 
of 1940 they represented from one-third to a half the British losses. 
Total sinkings showed a seasonal decline around the year end 1940 
but resumed on an increased scale of around half a million tons a 
month in the spring of 1941 — a rate, however, which appears not to 
have been maintained during the summer.^ During the 1914-18 war 
the losses reached their highest level from February to August 1917 
inclusive, amounting on an average to 630,000 tons gross. 

' The loss in June 1941 (the last month for which figures have been made avail- 
able) is recorded at 329,000 tons; that in July is declared to have been the lowest in 
more than a year. 
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British, Allied and Neutral Shipping Losses through 
War Action, 



Note. The diagram is based upon British figures — monthly from March 1940 and 
referring to periods of four weeks before that date — representing merchant vessels 
not commissioned for naval service. The revised figure for the aggregate loss during 
the whole period is slightly in excess of the total of those summarized in the diagram. 


Simultaneously with the increase in sinkings from the middle of 
1940 the possibilities of replacement through new construction became 
much reduced. New ships launched in Continental Europe — which 
accounted for two-fifths of the world’s shipbuilding before the war 
— could no longer mitigate the scarcity of freight space in ocean 
shipping. 

The full impact of the increase in shipping losses was not felt, 
however, during 1940. This is due chiefly to the fact that ships which 
had previously served the trade of neutral countries in north-western 
Europe became available for British and non-European transport. 

For example, the great majority of the mercantile vessels of 
Norway and Netherlands, after the invasion of these countries, were 
administered by committees established by the shipowners with 
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headquarters in London and operated in collaboration with the British 
Ministry of Shipping. Of the Norwegian mercantile marine of 4.8 
million tons gross, over four-fifths were outside domestic waters at 
the time of invasion, and one year later (in the spring of 1941) the 
number of Norwegian vessels controlled from I-ondon numbered 
about 900, of 3.6 million tons gross. It is true that the Norwegian 
mercantile marine had even before the invasion of Norway been 
engaged chiefly in shipping between foreign ports, but the fact that 
it became available for British trade was of considerable advantage 
to the United Kingdom, as the Norwegian marine is very modern 
and includes a high proportion of tankers.^ A portion of the Nor- 
wegian fleet has, however, continued operations in safe trade between 
neutral ports. Of the Dutch merchant marine of not far from 3 million 
tons gross about 2 million tons escaped German control Jind are 
engaged largely in Pacific trade of the Netherlands Indies. Danish 
vessels which were not in domestic waters or in the Baltic when Den- 
mark was invaded were either seized by the United Kingdom or held 
in neutral ports.* The Danish, Belgian, French and Polish vessels 
under British control at the end of 1940 have been estimated together 
at T.3 million tons gross. 

After the German invasion of Norway and Denmark 40% of the 
Swedish mercantile marine remained outside the Skagerrak block- 
ade, cut oflf from the home country. The ships in (jiiestion have 
become engaged in traffic between neutral ports, particularly in the 
Pacific.® 

With the extension of the war to the Balkans in the spring of 1941 
the British supi)ly of tonnage was again increased by the bulk of the 
Greek mercantile marine and a number of Yugoslav ships. A portion 
of the Greek marine, which consists chiefly of tramps, had been 
chartered for British account before that time. 

The sinking and damaging of .ships around the British Islands 
was not the only menace to the oversea communications of the 
United Kingdom. Owing to the exposed position of the southern 
and eastern coasts of Great Britain the ports of these coasts could 

1 At the end of June 1939 Norwegian tankers amounted to over 2.1 million tons 
gross, or i 8 yj% of the world’s tanker fleet and 44% f>f Norway’s total mercantile 
marine. The tankers of the United Kingdom measured 2.9 million tons gross. 

2 The Danish fleet was considered as belligerent by the United Kingdom and was 
thus not allowed to continue traffic between neutral ports. 

8 It is interesting to note that when early in 1941 Sweden by arrangement with 
Germany and the United Kingdom could resume her oversea shipping on a small 
scale she had to send out as many ships as she brought home ; the proportion of the 
ships inside and outside the blockade was thus not to be affected. 
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no longer be freely used for oversea shipping. Normally, the eastern 
and southern coasts of Great Britain absorb about 40% and 22-23% 
respectively of the total shipping of the United Kingdom, the western 
coast around 30% and ports in northern Ireland and elsewhere the 
remainder (5-10%). The concentration of the foreign traffic in the 
western ports has created two additional problems — that of avoiding 
heavy congestion in these ports, and that of carrying by rail the 
goods entering through these ports to the consuming centres, par- 
ticularly London. The fact that both these problems have been solved 
must be regarded as one of the major achievements in the war 
economy of the United Kingdom. Recognition of the fact that the 
entire transport system of that country must be regarded as a unit 
led to the amalgamation of the Ministry of Shipping and the Min- 
istry of Transport in May 1941. 

A considerable lengthening of the trading routes occurred when 
pulp, wood and animal foodstuffs, which used to be bought from 
Northern Europe, had to be fetched from other continents, and when 
the Mediterranean became unutilizablc as a trading route to the East. 
To a certain extent the loss of shipping space on this account has been 
offset by gains due to the discontinuation of coal exports to countries 
such as Italy and France. 

The ships sunk engaged in trade with the British Isles had to 
be replaced largely by withdrawals of British or British-controlled 
vessels operating in other parts of the world, particularly in the Far 
East or in inter-American trade. A portion of these withdrawals 
could be replaced in their turn by United States tonnage that had 
been laid up or withdrawn from European trade; but owing to the 
increase in United States imports from non-European areas this 
source of supply soon became insiifficient. New signs of strain on 
shipping occurred as early as the autumn of I94C>I thus, bananas 
bought in Jamaica by the United Kingdom had to be destroyed as 
there were no vessels available for their transport to that country. By 
the winter of 1940-41 there had developed an acute shortage of 
ships in non-European traffic. By a series of measures which will be 
described in some detail further on, new American reserves of mer- 
cantile tonnage were mobilized in the spring of 1941. 

Figures for the new mercantile tonnage built by British shipyards 
during the war have not been published. Many of these yard's are 
naturally occupied with the repair of ships or with the building of 
naval units. During 1938 merchant vessels measuring 1,030,000 
million tons gross were built in the United Kingdom and Ireland, 
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but the figure for the first half of 1939 (295,000 tons) was a third 
below that for the corresponding period of 1938. When the war 
broke out, however, the Government placed orders for a large number 
of merchant vessels and production again increased. In a statement 
to Parliament early in 1940 the Civil Lord of the Admiralty ex- 
pressed the hope that during the twelve-month period beginning 
February ist, 1940, British yards would attain a production greater 
than the maximum during the war of 1914-18, namely 1,338,000 tons 
gross in 1918. During the period from February ist, 1941 to January 
31st, 1942, the Admiralty would, according to the statement, aim at 
a program at least as great as that of the previous twelve months. 

It may be interesting to add some information on shipbuilding 
in the British dominions. Canada’s shipbuilding industry was neg- 
ligible before the war — the production of merchant vessels in 1938 
amounting to 11,000 tons gross and in the first half of 1939 to 

1 .000 tons — ^but has since developed at an extremely rapid rate. The 
number of workers engaged in that industry was only 4,000 in the 
spring of 1940 but had risen to 20,000 one year later and it is 
estimated that the construction on hand or in prospect will call for 
the employment of between 40,000 and 50,000 men by 1943. The 
bulk of the industry has been engaged in naval construction, but 
in April 1941 a program for constructing 96 merchant vessels of 

10.000 tons each was announced and in May the Press reported the 
placing of orders for the construction in British Columbia yards 
alone of 100 steel cargo ships at a total cost of $(Can.) 175 million. 
Other British Dominions, which produced 19,000 tons gross of 
merchant vessels in 1938 and 17,000 tons in the first half of 1939, 
are also believed to have increased their production of new ships, 
though at a lower rate than Canada, and have performed an important 
task in relieving the mother country from a portion of the work 
involved in the repair of damaged ships. 

United States Shipping Policy 

The United States’ ocean-going merchant fleet declined steadily 
from 1922 to the end of the ’thirties. A large proportion of the fleet 
dates back to the 1914-18 war or the years immediately following: 
by the middle of 1939 49% of the tonnage exceeded 20 years of age 
and 35% was between 15 and 20 years old. A modest replacement 
program had been adopted, however, in 1938. Over a fifth of the 
fleet^ was laid up but a high proportion of the idle ships was so 

^ For more exact information see Table 2. 



253 — 


maintained as to be available in the event of emergency. Over half 
the tonnage, disregarding the vessels on the Great Lakes, was engaged 
in domestic traffic, intercoastal and other. The ships engaged in 
foreign traffic represented about a quarter of the tonnage and carried 
only a minor portion of the goods entering into United States 
external trade.^ 

The outbreak of war in 1939 g^^ve rise to numerous new problems. 
In the autumn of 1939 the United States Congress adopted the 
‘‘Neutrality Act’’ which from November 4th barred American ships, 
as well as American citizens, from journeys within certain defined 
combat areas.^ Much profitable shipping was thus lost to American 
lines;® but after a period of adjustment most of the afTected ships 
found occupation on new routes. As Table 2 shows, the tonnage of 
American vessels engaged in trade with Africa, Asia and Oceania 
between the second quarter of 1939 and the last quarter of 1940 
almost tripled. 

With the United States armament programme calling for a steady 
increase in foreign supplies and the gradual withdrawal from Amer- 
ican routes of European ships which became engaged in traffic with 
the United Kingdom, the temporary abundance of American ship- 
ping space soon turned into a shortage. Particularly in traffic with 
distant markets the scarcity of tonnage was being felt late in 1940. 
Simultaneously the community of United States and British political 
interests became a predominating factor in American shipping, which 
accordingly was faced with a much wider problem than that of se- 
curing supplies for the domestic market. 

1 The proportion of the total external commerce of the United States carried in 
domestic vessels dropped steadily from 51% in 1931 to 41% in 1927, 35% in 1932 
and 23% in 1939. In 1940 this trend was reversed. 

2 The combat areas as first established covered the waters surrounding the 
British Islands, including the Atlantic coast of France, and the North Sea with the 
coasts of Belgium, Netherlands, Denmark, Sweden and Norway as far north as 
Bergen, as well as the Baltic Sea. On April loth, 1940, the European waters north 
of Bergen were included. On June nth the Mediterranean and the Atlantic approach 
thereto (including the Atlantic coast of French Morocco and the southern Atlantic 
coast of the Iberian Peninsula) and the entrance to the Gulf of Aden were also 
closed. (On April nth, 1941, however, the Red Sea was again opened to American 
ships.) Further, American vessels are forbidden to trade with Atlantic ports of 
Canada and Newfoundland. 

•According to the Quarterly Report of the U.S. Maritime Commission, dated 
September 30th, 1939, the number of American ships, exclusive of tankers, engaged 
in trade with the United Kingdom, Atlantic and Baltic Europe, was 92, of 592,000 
tons gross. 
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Table 2 

Employment of United States Steam and Motor Merchant Vessels of 
over 1,000 gross tons ( excluding lake and river tonnage). 


Tons gross (OOO’s) 


Employment 


Laid up: government ownership 
private ownership. . . . 

Coastwise: intercoastal 

other 

Europe 

Canada, Central America 

South America 

Africa, Asia, Oceania 

Around world, etc 

Government service 

Total 


2nd 

quarter 

1939 

4th 

quarter 

1940 

Change 

770 

371 

- 399 

965 

350 

- 615 

1,022 

745 

- 277 

3,276 

3,326 

+ so 

705 

60 

- 645 

533 

632 

+ 99 

320 

485 

+ 165 

359 

1,073 

+ 714 

178 

185 

+ 7 

7 

52 

+ 45 

8,135 

7,279 

- 856 


The situation was met by a scries of government measures. Thus, 
a system of shipping priorities was introduced, a portion of the 
Atlantic was patrolled by the United States navy, numerous ships 
engaged in American domestic traffic were diverted to more essential 
routes, foreign ships lying idle in American ports were seized, and 
shipbuilding in the United States was speeded up. It may be of 
interest to describe these measures in greater detail. 

The direct government control of American shipping was long 
exercised chiefly through the voluntary cooperation of shipowners 
with the Maritime Commission. It included a system of priorities 
for the shipping of a few essential import products, introduced early 
in 1941. For various reasons, this system proved inadequate. Legisla- 
tion giving the Maritime Commission authority to exercise a statutory 
system of priorities with regard to shipping routes and voyages as 
well as the cargo to be carried entered into force in July 1941. 

The American neutrality patrol, which gives open warning when 
submarines are sighted, has been operating in the Atlantic since the 
beginning of May 1941, covering waters approximately 2,300 miles 
east of New York. The patrol serves chiefly as a measure of pro- 
tection for British-controlled ships carrying American goods to 
ports of the United Kingdom. 
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The re-allocation of American merchant shipping serves at once 
the needs of national defence and aid to the United Kingdom. The 
gross tonnage of vessels transferred from coastwise to foreign runs 
aggregated 340,000 tons at the end of March 1941, but at that time 
only part of the program had been carried out. Though a considerable 
portion of the ships in United States intercoastal trade (operating 
through the Panama Canal) had already been released for more 
essential routes, it was planned in the spring of 1941 to reduce the 
remaining traffic by half. Ships engaged in ordinary coastwise traffic 
were also reallocated, particularly tankers employed for the transport 
of oil from American }X)rts of the Gulf of Mexico to the Northern 
Atlantic states. By the middle of May a fourth of some 250 tankers 
on this route had been diverted elsewhere or taken over by the gov- 
ernment. A considerable portion of these ships were being engaged 
in bringing oil from Caribbean to North Atlantic ports for bunker- 
ing British vessels or for transhipment to the United Kingdom. As 
further withdrawals were anticipated^ and the oil consumption in 
the Atlantic states was increasing, a shortage of oil in these states 
was expected to occur by the autumn of 1941. Several measures 
were taken, however, in order to overcome the difficulties : the trans- 
port of oil by canal from the Great Lakes to New York was increased, 
the capacity of existing pipe lines for the transport of oil from the 
south was increased, and new pipe lines were being constructed. 

Another factor of importance has been the seizure of foreign 
ships laid up in the United States ports. The number and tonnage of 
such ships early in 1941 were as follows : 


Danish 

Italian 

French 

Belgian 

German 

Greek 

Norwegian 

Other* 

Total 

» These comprise one 
ship. 



Tons gross 

Number 

(OOO’s) 

35 

117 

26 

140 

12 

147 

4 

29 

2 

9 

2 

7 

2 

15 

4 

9 

87 

474 


Estonian, one Lithuanian, one Roumanian and one Yugoslav 


1 In July 1941 the owners were asked by the United States Government to release 
100 more tankers. 
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The Danish, Italian and German ships were taken into protective 
custody early in April 1941 and later both these ships and those of 
other nationality were taken over by the United States Government 
for use at sea. 

These seizures inspired other American countries to take similar 
measures. The foreign ships laid up in Latin American ports in the 
spring of 1941 numbered 148, of which 50 (of 278,000 tons gross) 
were German, 61 (375,000 tons gross) Italian, 18 (57,000 tons 
gross) Danish, 16 French and 3 of other nationality. Most of these 
appear to have been taken over by Latin American authorities. 

The ships seized by the United States formed part of a “pool’’ of 
two million tons of shipping which at the request of President 
Roosevelt was assembled for the purpose of national defence and aid 
to Britain. Other sources of tonnage for this pool were ships diverted 
from domestic traffic and the remainder of the laid-up ships of the 
United States Maritime Commission. It will be recalled that, at the 
outbreak of w^ar, 1.7 million tons gross of United States ships were 
idle, of which amount 0.8 million tons were government-owned. 
Owing chiefly to sales abroad the total was reduced to 0.7 million 
tons at the end of 1940. By the early summer of 1941 practically 
all the ships had been put into service. 

The replacement programme adopted by the United States Mari- 
time Commission in 1938 provided for the construction of 50 ships 
annually during ten years. The number of ships built in the United 
States was only 28 in 1939; but in 1940 the number had risen to 53, 
of 447,000 tons gross. During the same year 190 ships, totalling 1.7 
million tons, of considerable average age, were sold abroad, chiefly 
to the United Kingdom. Up to the end of 1940, therefore, the ton- 
nage of the United States merchant marine declined. By that time, 
however, the country had engaged itself in the production of new 
ships on a large scale. American shipyards were being fully utilized 
as early as the end of 1939; consequently old yards which had been 
idle since the shipping boom of the World War were reconditioned 
and new yards established. 

This activity was mainly on Government account. The Maritime 
Commission’s replacement programme was accelerated at the out- 
break of the war and, by early in June 1941, 283 ships had been 
ordered and 86 launched of the 500 originally intended for con- 
struction over a ten-year period. In addition, the President authorized, 
in January 1941, the construction under an emergency programme of 
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200 cargo ships of standardized design, so-called “ugly ducklings” 
of 7,500 tons gross. In April it was decided to build 212 ships (100 
similar to those of the regular Maritime Commission programme, and 
1 12 of the “emergency” type) for transfer to the United Kingdom 
under the terms of the Lend-Lease Act. Another 60 special vessels 
of the “emergency” type had been ordered by the British Government 
and were under construction, and 86 seagoing vessels of various 
types had been ordered for private account. The building of these 
ships, which together amount to between nine and ten million dead- 
weight tons,^ is planned for completion before the end of 1943; the 
accelerated pace at which deliveries are to be made is shown by the 
following oflficial estimates : 


1941 1,250,000 deadweight tons 

1942 3,500,000 

1943 5,000,000 


The expected quarterly deliveries of ships under programmes existing 
as of March 25th, 1941 were 




Tons gross (OOO’s) 


Year and quarter 

Regular 

Maritime 

Commission 

Program 

For 

Private 

Account 

American 

F.mcrgcncy 

Program 

Emergency 
Program 
for British 

1 

Total 

1941: 1st 

96 

53 





149 

2nd 

148 

78 

— 

— 

226 

3rd 

154 

72 

— 

— 

226 

4th 

157 

45 

7.5 

90 

299 

Total . . 

555 

248 

7.5 

90 

900 

1942: 1st 

114 

75 

330 

90 

609 

2nd 

125 

52 

270 

90 

537 

3rd 

60 

47 

300 

90 

497 

4th 

70 

92 

315 

90 

567 

Total . . 

369 

266 

1,21s 

360 

2,210 


1 Deadweight tonnage is the weight in long tons of cargo, passengers, fuel and 
stores which can be carried by a vessel when fully loaded (thus, the difference 
between the weight of a vessel when unloaded and fully loaded). The figure for 
the deadweight tonnage of average-sized ships exceeds that of the gross (capacity) 
tonnage by about 50%. 

* Source : Survey of Current Business, April 1941- 
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By the middle of 1941 the construction was announced to be ahead 
of schedule and the future deliveries were expected to be substantially 
increased.^ 

The effort involved in the expansion in merchant shipbuilding is 
so much the more remarkable as simultaneously numerous yards are 
occupied by the unprecedented programme of naval construction.” 

Movement of Shipping Freight and Insurance Rates. 

The increases in freight rates have naturally varied according to 
the war risks involved on different routes, and Government controls 
and other factors have led to discrepancies in rates charged by ships 
of different nationality. Attention may be drawn, however, to a few 
broad tendencies reflecting the events described above. From the out- 
break of war up to March 1940 freight rates rose rapidly as is shown 
by the following indices for March 1941 (Aug. 1939= 100) : 

Lloyd’s List (78 world routes) 494 Denmark (28 world routes) 488 

Netherlands (General index) 653^ Sweden (Svenska Handelsbanken) .... 662 

“ February 1940. 

Similar information for the subsequent period is not available, but 
study of rates charged on particular routes indicates that in spite of 
the increased sinkings of ships the rise came to an end during the 
second quarter of 1940 and that on many routes there was even a con- 
siderable decline — an effect no doubt of the curtailment of shipping 
to the invaded countries of Continental Europe and the transfer of 
the bulk of the mercantile marines of these countries for use in the 
trade of other countries. From the middle of 1940, however, the grad- 
ual withdrawal of ships controlled by the United Kingdom for service 
in British traffic under rates fixed by the Government encroached upon 
the shipping space available to the market, and a new increase set 
in, bringing market rates at the end of the year near to the previous 
maximum level of March. In the early months of 1941 the increase 
continued at an accelerated pace. Thus, time charter rates, which had 
risen from $1.25-1.85 per ton and month in July 1939 to $375"5*oo 
in December 1940, increased further to $9-11 in April 1941. During 

1 Since the above was written the President has requested an appropriation of 
$1,250 million to enable the Maritime Commission to build 566 additional cargo 
ships of 3.8 million tons gross (5.5 million tons deadweight) for delivery before 
the end of 1943. 

2 In April 1941, 466 ocean-going naval vessels of more than 2.5 million tons with 
a total cost of about $7,000 million were under contract, as well as 312 patrol craft, 
tugs and the like, 166 harbour and district craft and 1,404 small boats. 
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the 1914-18 war, similar charter rates rose to more than $13.50 
a ton.^ 

War risk premia for ships and cargoes have followed an orbit 
differing from those of freight rates. The cost of war risk insurance 
for vessels in British traffic, which is borne by the British Government 
when the vessels are requisitioned, rose from 2% for 91 days (or 
8% per annum) at the outbreak of war to 7% for 91 days (28% 
per annum) in the spring of 1941. War risk premia for cargoes rose 
with the increased sinkings of ships during the second quarter of 
1940 while freight rates declined. Premia for cargoes sent from 
the United States to the United Kingdom are reported to have in- 
creased from 3)/^ % in May 1940 to 7% in July and 10% in August. 
On this and other exposed routes ])rcmia up to i 6 '/r have been 
recorded, though average rates have been lower. On routes between 
the United States and continents other than Europe rates during 
the latter part of 1940 varied between and 2% if the goods 
were carried on American ships and otherwise between 2% and 5%. 
The premia quoted cannot, of course, be taken as representative 
of the relative losses of cargoes through war action. 

The Shipping Situation Summarized. 

The history of ocean shipping during the war is one of increased- 
strain, temporarily relieved on two oecasions — first in the spring of 
1940 by the events which led to the elimination of the demand for 
shipping from several countries of Continental Europe, whose supply 
of shipping space was put largely at the disposal of the United King- 
dom, and secondly in the spring of 1941 when various shipping 
resources of the United States were mobilized or diverted from 
domestic routes through Government action. Shipbuilding in North 
America has been gradually stepped up during the whole period of 
war. At the time of writing, in the middle of 1941, available reserves 
of shipping space outside Continental Europe appear to approach 
exhaustion ; more and more, therefore, the shipping situation appears 
to be determined by the race between new construction and the de- 
struction of ships through war action. Shipbuilding activities, par- 
ticularly in the United States and Canada, are increasing rapidly, 
while, according to the latest information, the rate of sinkings has 
declined very considerably. 

1 Federal Reserve Bulletin. May 1941, page 394. 
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Transport in Continental Europe. 

The sea-going traffic of Continental Europe has declined to a 
fraction of its previous size and motor traffic by road for civil use 
has been drastically restricted owing to the scanty supply of motor 
fuel. Part of the traffic previously carried by sea and road has been 
diverted to railways and inland water routes. Railways have had, in 
addition, to transport troops, military equipment and populations 
evacuated from menaced areas. But certain peace-time activities af- 
fecting the transport system, such as tourist traffic, have been reduced. 

As the transportation problem has been most acute in Germany 
it may be useful to consider that country first. 

Germany’s chief source of foodstuffs and raw materials, after 
her overseas traffic had been cut off, was south-eastern Europe. Her 
trade with that region had been chiefly by rail and the Danube ; but 
certain commodities — such as Roumanian oil and Yugoslav bauxite 
— had been carried by sea. Similarly, coal exports from Germany to 
south-eastern Europe — as well as to Italy — had in peace-time gone 
chiefly by sea. When the sea route was no longer available, goods 
had to be diverted to the internal means of communication which 
were inadequate. There are about 3,500 barges on the Danube, able 
to transport annually some 7 million metric tons of goods, which is 
less than half the weight of the normal aggregate exports of Bulgaria, 
Hungary, Roumania and Yugoslavia. About a tenth of the tonnage 
of the barges is represented by tankers; but if all the tankers were 
used in traffic between Roumania and Germany they would be able 
to carry only about million metric tons of mineral oil annually, 
or a third of Roumania’s total oil exports in recent years.^ Yet the 
merchandise traffic on the Danube is of far greater importance than 
.that by rail.^ 

During the early months of the war Germany organized transport 
by German-controlled boats on the upper Danube while on the lower 
part of the river she attempted to charter bigger barges which cannot 
pass the Iron Gates. The United Kingdom and France competed with 
her, however, and charter rates rose to five times the pre-war level. 
The river traffic increased rapidly during the last quarter of 1939; 
but owing to severe frost it fell during the subsequent quarter to a 
fraction of the corresponding figure for 1939. 

1 C/. page 242. 

2 The transport of 7 million tons a year by rail would require 30 trains daily of 
40 trucks carrying 15 tons each. 
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Freight Carried on the Danube in the Section *'lron Gates-Cataracts” 

Metric tons (000*s) 

4th quarter 1st quarter 

1938 1939 1939 1940 


Upstream 329 673 227 56 

Downstream 109 265 93 17 


During 1940 and the early part of 1941, the supervision of the 
Danube traffic underwent considerable changes. The International 
Danube Commission was considered dissolved in the autumn of 
1940. A new commission was founded, including representatives of 
Bulgaria, Germany, Hungary, Italy, Rouniania, Slovakia, the U.S. 
S.R. and Yugoslavia, and the riparian countries took measures to 
supervise the traffic until, ultimately, the effective control fell into 
German hands. 

The system of inland waterways in Germany has been considerably 
extended in recent years. A few months before the outbreak of war 
in Europe the Mittelland Kanal between the Rhine and the Weser 
had been completed. In December 1939 a canal was opened between 
Gleiwitz in Upper Silesia and the Oder, shortening the transport of 
coal from Silesian mines to Stettin and the interior of Germany; 
and early in 1940 work was started on an adjoining canal which 
would complete the connection of the Oder with the Danube. 

On the other hand, traffic on certain German waterways was ad- 
versely affected by the war. Hie Rhine between Karlsruhe and liaslc 
was closed at the beginning of the hostilities and was not reopened 
until March loth, 1941. Traffic on the lower Rhine has naturally 
been reduced on account of the discontinuation of oversea shipping 
from Dutch ports. 

Besides keeping the Danube frozen longer than usual, the severe 
winter of 1939-40 paralysed the traffic on Germany’s inland water- 
ways. Coal transports became insufficient to meet the requirements 
for heating purposes. The railways proved inadequate to take care 
of the goods which could not be forwarded by water. As was men- 
tioned elsewhere,^ the German railways had been somewhat neglected 
during the few years before the war and it was only in March 1939 
that a four-year programme was initiated to increase the supply of 
rolling stock. This measure came too late to prevent a heavy strain 
on the railways during the early part of the war, more particularly 
during the first quarter of 1940. Railway traffic had to be restricted 
and there were signs of a severe deficiency in railway material. 
Numerous Belgian and Italian railway trucks in traffic were retained 
in Germany, which also requested Belgium, Hungary, Roumania 


1 Chapter I. 
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and Yugoslavia to loan trucks. Roumania experienced difficulties 
about the return of 2,800 tank cars which she had put at Germany’s 
disposal. Orders for new railway trucks were placed by Germany 
in Belgium ; and Sweden had to lend 500 trucks to Germany to secure 
the transport of coal from German mines to Baltic ports for ship- 
ment to Sweden. Later a similar arrangement was made for the loan 
of trucks by Switzerland to Germany. 

In the spring of 1940 Germany’s trade with Italy brought fresh 
pressure upon her railway system. Italian vessels had been allowed 
to carry German coal from Rotterdam to Italy for some time after 
the decision by the Allied powers to seize German export goods on 
the high seas. In March 1940, however, this traffic was stopped. As, 
simultaneously, Italy’s coal purchases in the United Kingdom were 
discontinued, her entire coal import, amounting to one million tons 
monthly, had to be carried by rail from Germany. 

From the latter part of 1940 Germany could shift part of the strain 
on her railway communications over to the countries she had invaded. 
France in particular appears to have had to contribute largely to the 
rolling stock employed in Germany. The use of inland waterways in 
the occupied countries for German account was limited, however, 
owing to the destruction of canals and barges at the time of the 
invasion and to the collection by Germany in the autumn of 1940, of 
barges at Atlantic ports for military purposes. 

The transport to Germany from or through the U.S.S.R. had 
also presented considerable difficulties. Reconditioning and repair 
of the Polish railways was a more time-consuming process than that 
of their destruction, and transport through Poland was hampered by 
the fact that a large portion of the Polish rolling stock had fallen 
into Russian hands. The railways system of the U.S.S.R., besides 
being less developed than that of Central Europe and of a wider 
gauge, had been adapted to serve domestic transport rather than 
foreign trade. German trade agreements with the U.S.S.R., providing 
for large imports of primary goods in exchange for German manu- 
factured products, are known not to have yielded the expected re- 
sults — a fact for which transport difficulties were no doubt largely 
responsible. Yet the U.S.S.R. played a certain role as a transit country 
for transport between Germany and other countries. The railway 
Cernauti-Lwow, reopened for traffic sometime after the war in 
Poland, served German trade with Roumania (through Eastern 
Galicia), but the agreement regulating this traffic provided for only 
five trains daily, a quarter of the pre-war traffic. Of greater im- 
portance was the Trans-Siberian railway by which Germany main- 
tained trading connections with the Far East and, to a limited extent. 
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with the Western Hemisphere. According to press reports, German 
arrangements with the U.S.S.R. provided for the transport through 
Siberia of 2,000 tons of goods per day in 1941. The weight of the 
goods actually carried was less, but Germany obtained considerable 
quantities of such import goods as soya beans, ^ fatty oils, cotton 
and foodstuffs, chiefly from Manchuria and occupied China, in 
exchange for chemicals and instruments sold particularly to Japan. 
Though the traffic suffered from the scarcity of railway trucks, 
long delays, damage to goods carried, and high charges,” its discon- 
tinuance from the time of the German attack upon the U.S.S.R. in 
June 194^ implied a severe restriction of Germany’s trading con- 
nections. 

France’s chief transport difficulties date from the time of her 
military collapse. Not only was the railway traffic between occupied 
and unoccupied France severely restricted, but the transfer of a 
large portion of French rolling stock to Germany caused a reduction 
in railway transport generally. France’s overseas shipping was largely 
discontinued, the supply of petrol required for transport by road was 
drastically reduced, and 3,000 of the 12,500 barges on French inland 
waterways were lost. 

After her entry into the war in June 1940, Italy was faced with 
serious transport difficulties. She was cut off from overseas countries 
outside the Mediterranean and from her East African territories; 
and for the functioning of her railway system she became dependent 
upon the supply of coal by rail from Germany. 

All the smaller countries in Northern and Western Europe, largely 
dependent on overseas trade, suffered from heavy shipping losses. 
The Netherlands lost the bulk of the transit traffic which plays an 
important role in her economy. With the reduction in shipping, 
countries bordering Germany became largely dependent upon her 
for their communications with the rest of Europe. Several of those 
invaded by Germany suffered great losses of transport equipment 
during the hostilities and later had to subordinate their communica- 
tions to Germany’s military and commercial interests. Swedish 
coastal traffic during the early part of the war was disturbed by 
German mine fields in The Sound and many goods usually forwarded 
by sea had to be sent by rail. Swedish oversea communications over 
Gothenburg were cut in April 1940 and could only be resumed on 

^ By June 1941 Germany is said to have received about 75.000 tons of Manchurians 
preceding soya bean crop. 

2 In the autumn of 1940, the U.S.S.R. raised the valuation of Russian currency 
against the Reichsmark and early in 1940 she doubled or trebled the basic freight 
rates for most commodities of importance in Germany’s Trans-Siberian trade. (The 
Economist, May 3rd, I94i-) 
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a very limited scale in 1941.' Finland in 1940 had to cede to the 
U.S.S.R. two of her chief ports — Viborg and llangoe, the latter 
the only one of Finland's Baltic ports over which traffic had been 
possible the year round. Swiss communications suffered by the 
closing of the traffic on the upper Rhine until March 1941, and by 
the damage done to French railways in 1940. Switzerland has 
secured, however, an irregular supply of indispensable overseas pro- 
ducts, forwarded in agreement with the belligerents on ships (char- 
tered or owned by Switzerland) to Italian, French or Portuguese 
ports and thence by rail to Switzerland. 

Cf. page 210. 



CHAPTER X 


THE SITUATION IN THE SUMMER OF 1941 

A volume vSiich as the ])resent cannot attempt to deal with the 
whole kaleidoscopic scene of the war. The picture given in the pre- 
ceding cha])ters necessarily omits much that will ])rove of importance 
in retrospect. This is especially true of events that were taking place 
as the book was being written. The chapter on consumption, for 
instance, makes no reference to conditions in south-eastern Europe, 
which were undergoing violent changes in the spring of 1941, or to 
the very serious food shortage which has developed in Greece, a 
country which in peacetime imported 30 to 50% of its consumption 
of wheat. ^ 

But the most fateful event that occurred during the writing of this 
Survey was the German attack on Russia which began on June 22nd, 
and which opened a new and momentous ])hase of the war. The 
economic consequences of this event are at ])resent incalculable. But 
certain facts are evident. Germany’s foreign trade has been further 
restricted. The whole ambitious system of economic planning and 
commercial exchange between the Reich and the Soviet Union, laid 
down in the economic agreements of February 1940 and January 
1941, and much advertised by Germany as a solution of her food 
and raw-material problem, has collapsed. The extent to which Russo- 
German trade had recovered under this sy.stem cannot be precisely 
ascertained. The German Minister of Economic Affairs declared in 
the spring of 1941 that it had increased ten times; but he did not 
state that the objective of the agreement, which was to bring the 
volume of trade back to the level of 1 93^/3 had been achieved. 
Germany’s imports from the U.S.S.R. amounted to 436 million marks 
in 1930, falling off to 47 million in 193^ million in the first 

half of 1939. Even if one assumes that they subsequently recovered 
to a level of 300 million marks a year, that was not sufficient to 

1 It is reported that under the Italian occupation the Greek bread ration for 
civilians in June 1941 represented about one-tenth of pre-war consumption; ana 
even this was so poor in quality, tasting of saw-dust, that digestive ailments were 
frequent. Greece’s own wheat-growing region in the north-eastern part ot the 
country was annexed to Bulgaria. The food shortage in Greece, verging on starva- 
tion, is due partly to the destruction of transport facilities roads, bridges, railways, 
ships, fishing boats — in the course of the hostilities in April and May 1941* 
Neue Zurcher Zeitung, July 4th, 1941. 
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compensate for more than a fraction of the loss of overseas sources 
of supply due to the blockade.' But the fact that Germany was cut 
off from the overseas sources rendered the Russian supplies all the 
more important to her, especially as her trade with south-eastern 
Europe came to be disorganized by large-scale troo]) movements, 
mobilization, internal unrest in Roumania and elsewhere, the war 
in Yugoslavia and Greece, the partition of Yugoslavia, etc. Moreover, 
Germany undoubtedly had derived some advantage from being able 
to import goods through Russia from other parts of the world. 

After the collapse of France, Russia concluded a number of trade 
agreements not only with Sweden and Switzerland but also with 
countries controlled or occupied by Germany, such as Ik'lgium, Den- 
mark, Norway, Hungary and Roumania, providing for the supply 
of Russian raw materials to these countries and thus benefiting to 
some extent the German war economy. 

Imports from Russia into Germany and German-controlled Eu- 
rope ceased with the invasion, and a leak in the British blockade 
was closed. Even more important, perhaps, were the indirect effects 
of the invasion of Russia on the German war economy. Large num- 
bers of men had to be called up to increase the armed forces, and the 
labour scarcity in German industry became more acute. As observed 
in the preceding chapter, transport was from the outset a serious 
weakness in the German war economy. The war with Russia placed 
a further strain on the transport system ; and the transport shortage 
reacted adversely on Germany's trade with the remaining countries 
with which she could trade. Coal deliveries to Sweden, for instance, 
were immediately affected. 

Lastly, as far as can be judged from the first ten weeks of the 
campaign, the economic gain of military expansion was affected on 
this occasion both by the nature of the fighting and by the Russian 
‘'scorched earth” policy, the object of which has been to evacuate 
or destroy all that might be of value to the invader. 

The situation in the Far East took a new turn in July 1941 as the 
Japanese war on China entered its fifth year. Japanese forces occupied 
French Indo-China in the latter part of the month. The United 
Kingdom, India and other members of the British Commonwealth 
thereupon denounced their trade agreements with Japan, as the 
United States had done in 1939. But of greater immediate importance 
was the freezing order which the Governments of the United States, 
the British Commonwealth and the Netherlands imposed on all 
Japanese assets within their frontiers and their colonies (including, 

^ German imports from overseas amounted to nearly 2,500 million marks in 1938. 
Total imports in that year amounted to 5,443 million marks. 
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for instance, the Netherlands Indies). The blocking of Japanese 
credits and bank balances which this order involved would have 
made practically all Japanese purchases in these countries impossible, 
and would thus at once have paralysed Japan’s foreign trade. How- 
ever, the administration of the freezing control was rendered flexible, 
and was left to depend on the further development of Japanese 
policy. The freezing system introduced in the United States, the 
British Commonwealth and the Netherlands Indies meant in practice 
that every individual monetary transaction with Japan required a 
Government licence ; and a licence was only issued when the transac- 
tion was in accord with Government policy. The actual effect of this 
control on the volume of trade cannot yet be statistically measured. 
But it is clear that the system represents a powerful instrument of 
international economic control. 

At the request of the Chinese Government, the freezing and licens- 
ing procedure was extended to Chinese assets. The object of this 
measure was in the first place to help China to check the flight of 
domevStic capital and, secondly, to close up certain indirect channels 
through which the Japanese had been obtaining foreign exchange at 
China’s expense. These two problems, as was seen in Chapter V, 
had engaged the attention of the Chinese exchange authorities for 
years. The official announcement issued in the United States on 
July 25th stated that “the administration of the licensing system 
with respect to Chinese assets will be conducted with a view to 
strengthening the foreign trade and exchange position of the Chinese 
Government”. 

♦ ♦ 

War necessarily involves a disruption of economic as of other 
forms of international intercourse. Thus between Continental Europe 
and the outside world a barrier has been created, especially since the 
events of 1940; and economic developments in the two areas, as the 
earlier chapters in this volume have shown, have taken in many 
respects a different course. The disruption was carried further by 
the outbreak of war between Germany and the Soviet Union. In the 
Far East, an economic barrier has been set up — a potential barrier 
at any rate — to check Japan’s policy of military expansion. 

But there are factors on the other side of the account. There has 
been a progressive drawing together and an intensification of eco- 
nomic intercourse in the other areas of the world — areas which, by 
their size and resources, represent by far the greater part of the 
world’s economic activity. 

This Survey has repeatedly drawn attention to the somewhat 
exceptional position of Latin America and particularly to the dif- 
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Acuities that arose in this region through the loss of European 
markets and the consequent depression of prices and accumulation 
of surplus stocks. From the latest available data, however, it would 
appear that the situation in Latin America has materially improved. 
This improvement is no doubt largely attributable to the striking 
growth of imports into the United Stales, accompanying the ex- 
pansion of industrial production. The quarterly movement of United 
States merchandise imports, in millions of dollars, has recently been 
as follows : 


United States: Imports and Industrial Production . 


1939 1940 1941 


U.S.A.: 

I 

II 

III 

IV 

I 

n 

III 

IV 

I 

11 

$(000,0()0’s) 

Value of imports 

. 526 

567 

527 

697 

659 

634 

648 

684 

731 

865 

Indices, 1938 = 100: 

Value of imports 

. 107 

116 

108 

142 

134 

129 

132 

140 

149 

177 

Industrial production 

115 

112 

122 

141 

133 

132 

139 

152 

160 

169 


Thus in the second (]uarter of 1941 the value of imports into the 
United States was 37% greater than in the second quarter of 1940. 
Imports from Latin America, amounting to $271 million in the second 
quarter of 1941, were 76% larger than in the corresponding period 
of 1940. The following table shows the percentage changes in the 
dollar value of United States imports from some of the Latin- 
American countries between the second quarter of 1940 and the 
second quarter of 1941 : 


Argentine 
Uruguay . 
Chile ... 
Ecuador 
Brazil . . 


+ 180% 
+ 164% 
+ 120 % 
-h 90% 
+ 85% 


Mc-xico . . 

Cuba 

Colombia 

Peru 

Venezuela 


+ 69% 
+ 567o 
+ 36% 
+ 29% 
+ 6 % 


Thus the expansion of imports into the United States, a natural 
consequence of the progressive expansion of industrial activity in 
that country, has tended more and more to compensate Latin America 
for the loss of European outlets. The physical volume of Argentine 
exports, for example, has shown a steady recovery from the low 
point of February 1941, accompanied by a similar recovery in export 
prices. In Latin America generally, wholesale prices have shown a 
tendency to recover as a result of the improved demand for export 
products. The Argentine, indeed, has been in a position to effect a 
sweeping relaxation of her import and exchange control as from 
July 1st: the Exchange Control Office has been liquidated and the 
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system of “prior permits” for the allocation of foreign exchange 
has been abolished, affecting about 85% of total imports and espe- 
cially imports from the United States. 

* * 

What this Survey has mainly been tracing is the shift from welfare 
economy to war economy and especially the organization of pro- 
duction and distribution of goods by the State. In the countries most 
directly involved in the struggle, this organization is now largely 
perfected : the mobilization of resources and their diversion to the 
purposes of war have been pushed to a degree never conceived of 
before. In other parts of the world, an earlier stage of evolution has 
been reached. As was shown in Chapter IV, the proportion of national 
income devoted to national defence in the United States is much 
lower than in the principal belligerent countries. By July 1941, 
industrial production in the United States had left all previous levels 
far behind and exceeded that of 1929 by 47%. The great increase 
in armament production has been accompanied by a rise in con- 
sumption. Civilian consumption in the United States was in fact at 
a record level in the summer of this year.^ But the situation is evolving 
rapidly. An economy with a large unused capacity of production has 
turned almost overnight into an economy where conditions of scarcity 
and full employment predominate and where the problem of diversion 
is making itself daily more keenly felt. 

Economic policy in the United States has taken account of this 
evolution. The summer of 1941 was a period of great Icgiskitive and 
administrative activity. A new tax bill was submitted to Congress, 
providing for a drastic increase in taxation to reduce consumers* 
purchasing power. Congress was also working on a bill aiming at a 
strict control of prices. Regulations were issued to curtail consumers* 
instalment credit, raising the minimum down payment to 33% and 
limiting the credit period to 18 months. An Economic Defense Board 
was set up, headed by the Vice-President, to guide the activities of 
Federal agencies especially in the international aspects of economic 
defence, to protect the trade of the United States and, eventually, 
to expedite the reestablishment of international economic relation- 
ships after the war. At the end of August, the administrative machin- 
ery of defence economy was reorganized. The President set up a 
Supply Priorities and Allocations Board under the chairmanship of 
the Vice-President with a view to speeding up the production of arms 

1 C/. Survey of Current Business (U.S. Department of Commerce). June I94i» 
page 5. 
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for the United States, Great Britain, China, Russia and other 
nations resisting aggression. The new board received extensive 
powers to fix priorities and to allocate the supply of materials, fuel, 
power and other resources. In addition to the Vice-President, the 
Board includes the two directors of the Office of Production Manage- 
ment, the Federal price administrator, the administrator of the lend- 
lease programme, the Secretary of War and the Secretary of the 
Navy. 

The production of arms for nations resisting aggression was one 
aspect of the problem. Another was to secure the transport of the 
goods to their destination. In the spring of 1941, new measures were 
decided upon in the United States to ensure the delivery of goods 
consigned to Great Britain and to solve the vital problem of shipping. 
A system of Atlantic patrol was instituted by the United States 
Navy, and the occupation of Iceland, announced on July 7th, led to 
a further extension of such activity. 

In consequence, there has been a considerable improvement in the 
British shipping situation. As was shown in the preceding chapter, 
shipping losses fell off substantially in June. Publication of the 
monthly figures has now been suspended, but it has been officially 
indicated that British and allied shipping losses continued to decline 
after June. 

Thus the flow of supplies required for the British war effort has 
materially increased. The administrator of the United States lend- 
lease programme, speaking in London at the end of July, referred 
to “the endless assembly belt’’ that “stretches from our western 
coast to this island and to the Middle East.”' 

But Anglo-American co-operation, which manifested itself in the 
Far East as well as on the Atlantic, has not been confined to matters 
of war economy. Consideration has also been given to problems of 
post-war reconstruction. At the Atlantic conference held between 
the President of the United States and the Prime Minister of Great 
Britain in August, a declaration was issued in which the basic prin- 
ciples of economic as well as political reconstruction were briefly 
laid down. This volume may fittingly close with a textual repro- 
duction of the official statement : 

“The President of the United States of America and the Prime 
Minister, Mr. Churchill, representing His Majesty’s Government in 
the United Kingdom, being met together, deem it right to make known 
certain common principles in the national policies of their respective 
countries on which they base their hopes for a better future for the 
world. 

^Cf. The Times (London), July 29th, 1941. 
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“FIRST, their countries seek no aggrandizement, territorial or 
other ; 

“SECOND, they desire to see no territorial changes that do not 
accord with the freely expressed wishes of the people concerned ; 

“THIRD, they respect the right of all peoples to choose the form 
of government under which they will live; and they wish to see 
sovereign rights and self government restored to those who have 
been forcibly deprived of them; 

“FOURTH, they will endeavour, with due respect for their exist- 
ing obligations, to further the enjoyment by all States, great or 
small, victor or vanquished, of access, on equal terms, to the trade 
and to the raw materials of the world which are needed for their 
economic prosperity; 

“FIFTH, they desire to bring about the fullest collaboration be- 
tween all nations in the economic field with the object of securing, 
for all, improved labour standards, economic adjustments and social 
security ; 

“SIXTH, after the final destruction of the Nazi tyranny, they 
hope to see established a peace which will afford to all nations the 
means of dwelling in safety within their own boundaries, and which 
will afford assurance that all the men in all the lands may live out 
their lives in freedom from fear and want; 

“SEVENTH, such a peace should enable all men to traverse the 
high seas and oceans without hindrance; 

“EIGHTH, they believe that all of the nations of the world, for 
realistic as well as spiritual reasons, must come to the abandonment 
of the use of force. Since no future peace can be maintained if land, 
sea or air armaments continue to be employed by nations which 
threaten, or may threaten, aggression outside of their frontiers, they 
believe, pending the establishment of a wider and permanent system 
of general security, that the disarmament of such nations is essential. 
They will likewise aid and encourage all other practicable measures 
which will lighten for peace-loving peoples the crushing burden of 
armaments.” 



LIST OF TABLES AND DIAGRAMS 


Chapter I . — Transition to War Economy 
Tables r Page 

The Movement of Wholesale Prices between July 1939 and 

January 1940 ig 

Changes in Note Circulation between July 1939 and January 

1940 20 

Unemployment in the United Kingdom 22 

Changes in Imports and Exports of Primary Producing 

Countries between the Last Quarter of 1938 "and the Last 

Quarter of 1939 24 

Price Movements in Great Britain 25 

Diagrams : 

Wholesale Prices in the United States 18 

Industrial Production in France 27 

Japan: Industrial Production and Employment, 1936-1940. . . 32 

Chapter III , — Consumption and Rationing 

Tables : 

Le^l Rations of Certain Groups of Foods Early in 1941 .... 62 

United Kingdom: Percentage Distribution of Total Con- 
sumers’ Expenditure in 1938 and 1940 70 

Comparison of P'ood Consumption in the Intcr-War Period 

and 1941 72 

Chapter IV . — Public Finance, Money and Prices 

Tables : 

National Income and Government Finance 80 

Government Receipts from Taxation and Borrowing 84 

National Income and War Expenditure in U.S. Dollars 80 

Government Tax Revenue 88 

Changes in Internal Public Debt, 1939-41 94 

Principal Accounts of Commercial Banks 105 

Money and Prices 110 

Percentage Increase in Wholesale Price Indices, July 1940- 

May 1941 Ill 

Percentage Clianges in Industrial Shares, April 1940-April 

1941 1 12 

Changes in Discount Rates of Central Banks during 1940 and 

the first half of 1941 116 



273 — 


Diagrams : ^ 


United States : Federal Government Expenditure 83 

Note Circulation and Commercial Bank Deposits 100 

Movements of Wholesale Prices and Cost-of-Living Indices . . 108 

Prices of Industrial Shares 112 

Industrial Production and Share Prices T14 

Bond Yields and Money Rates 117 

Wholesale Prices in the United States 121 


Chapter V. — International Monetary Relations 

Tables : 


Exchange Reserves of Certain Sterling Area Countries 13 1 

British Overseas Investments, 1938 133 

United Kingdom Gold and Dollar Resources 134 

Gold and Dollar Transactions of the Sterling Area 136 

Sterling Area Transactions with Canada and New Foundland . 137 

Foreign Assets Frozen in the United States, 1940 139 

United States: Capital Movements, Balance of Trade and 

Imports of Gold 140 

Production of Gold Outside U.S.S.R., 1937-1940 142 

Reported Official Gold Reserves of Certain Countries 144 

Rates of Exchange between Germany and Occupied Territories 152 
Annual Rate of Payment for Costs of Occui)ation, Five 

Countries 156 


Diagrams ; 

United States; Gold Imports, Capital Inflow and Export 


Surplus 1 41 

Increase in U.S. Gold Stock Compared with Production of 

Gold 143 

Latin- American Exchange Rates 144 

Value of Chinese Yuan in U.S. Cents 148 


Chapter VI. — Raw Materials and Foodstuffs 

fables : 


World Indices of Primary Production 162 

Distribution and Movement of Primary Production by Conti- 
nental Groups 164 

Distribution and Movement of Raw Material Production by 

Continental Groups 166 

Indices of World Production of Principal Kinds of Primary 

Commodities 168 

Indices of Cereal, Sugar and Potato Production, 1936-1940 . . 170 



— 274 — 


Denmark and Sweden : Percentage Changes in Milk, Meat and 
Total Animal Food Production, Quarterly, 1939 and 1940 

World Wheat Crops 

Wheat Crops in Europe and Certain Adjacent Territories . . . 
Indices of Production of Coffee, Tea, Cocoa and Tobacco .... 
Distribution and Movement of Oil Material and Oil Production 

by Continental Groups 

Distribution and Movement of Textile Raw Material Produc- 
tion by Continental Groups 

Cotton Production 

Movement of Production of Non- Agricultural Raw Materials 

in North and Latin America 

World Production of Rubber 

World Production of Petroleum 

World Production of Tin 

World Production of Copper 

World Production of Aluminium 

World Production of Iron and Steel 

Tin Stocks 

Copper, Lead, Zinc and Petroleum Stocks 

Rubber Stocks 

Wheat Stocks 

Maize Stocks 

Cotton and Tobacco Stocks 


Page 

172 

173 

174 
178 

178 


179 

180 


i8r 

182 

182 

183 

184 

185 
185 

187 

188 
190 

193 

194 

195 


Chapter VI I, — Industrial Activity 

Tables : 

Indices of Industrial Production in Certain Countries, 1939-41 198 

Switzerland: Industrial Activity, 1937-41 199 

Indices of Numbers Employed in Industry in Certain Coun- 
tries, 1939-41 202 

Statistics of Unemployment in Certain Countries, 1939-41 . . . 206 

Diagrams : 

Output of Certain Durable and Non-Durable Products in the 

United States and Canada, 1939-41 201 


Chapter VIII. — International Trade 

Tables : 

Quarterly Merchandise Imports 212 

Quarterly Merchandise Exports 214 

United States: Quarterly Import and Export Price Indices . . 216 

United States: Exports of Agricultural Products 217 

United Kingdom Exports 221 

Percentage Share in U.S. Exports Absorbed by Certain 

Countries 223 



— 275 — 


United States Trade with Certain Countries, 1939-1940 

Latin America: Imports and Exports and Percentage Share 

from and to U.S.A 

United States Exports to the United Kingdom, 1938-1940 . . . 
United States Exports by Groups of Commodities, 1939 and 
1940 

United States Exports of Cotton, 1939-40 

Trade of Canada, 1939 and 1940 

General Trade of Japan, 1937-1940 

United States : Balance of International I^ayinents 

Argentine and Brazil : Export Surpluses 

Danish Exports of Live Pigs, 1938-40 

Roumania : Exports of Petroleum, Gasoline, etc 


Page 

223 

224 


225 

226 

227 

228 

233 

234 

236 

242 


Diagrams : 

Monthly Imports of Crude Rubber 2ig 

United States: Quarterly Exports of Agricultural and Non- 

Agricultural Products 222 

United States: Geographical Distribution of Exports 222 

The Netherlands: Trade with Germany, Tannarv-Septeniber 

1940 ' 238 


Chapter IX, — Transport 

Tables: 

World's Motor-ships, Oil -burning Steam-ships and Tankers, 

J914 and 1938 243 

Steam and Motor Merchant Vessels: Gross Tonnage 245 

British, Allied and Neutral Shipping Losses, End of June 1941 248 

Employment of United States Steam and Motor Merchant 

Vessels of over 1,000 Gross Tons 254 

Foreign Ships Seized in United States Ports 255 

United States : Expected Deliveries of Shii)s, Quarterly, 

1941-42 257 

Freight-rate Indices, March 1941 258 

Freight Carried on the Danube in the Section “Iron Gates- 

Cataracts” 261 


Diagrams : 

British, Allied and Neutral Shipping Losses through War 

Action 249 


Chapter X. — The Situation in the Summer of 1941 

Tables : 

United States : Imports and Industrial Production 268 

United States : Imports from Latin- American Countries .... 268 






